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THE EQUITY OF HICMER EDfJCATION SUBSIDIES 



I, INTRMXXTTION 



Economists and policy makers have argued for years about whether this 
country is over or under investing in higher education (Schuitz, 1972). 
Most of the discussions are based on very general estimates Ol what we ais a 
nation are expending on higher education. The total figures used are 
aggregate estimates and do not differentiate among purposes to which the 
money is put nor do they trace the patterns of expenditure available to 
different types of students attending college. This results in part from 
the ccnplicated nature of how colleges, and the students attending, are 
siipported. Money flows to institutions from different levels of government 
and from private sources with various degrees of restrictions on how the 
money can be expended, A good deal of the money is spent for activities 
that are not directly related to the educational mission of the institution. 
Examples include the operation of hospitals, research institutes, 
dormitories, bookstores and cafeterias. In addition, many students receive 
direct assistance in the form of grants, subsidized loeuns and work programs 
(Brinkman, 1985). 

The specific information developed in this report concerns the subsidy 
available to undergraduate students. The report examines the total amount 
of money a*/ailable from all sources to stixients attending college. The 
analysis identifies what resources are available directly to students and 
how many dollars are available as a subsidy through the institution. The 
cumulative effects of the subsidies will be evaluated to determir3 the 
degree to which the funds are equitably distributed among stijdents from 
different income groups, racial and etlmic background and ability levels. 

Because the sources of higher education income are so diverse, it is 
diffico^t to determine in an individual case who provides the subsidy. In 
this paper no attempt is made to determine the source of the subsidy, only 
the amount. It is not possible to determine whether private, federal i 
local, or state dollars are expended for education becaiise, given financial 
reporting procedures, institutional income cannot be linked directly to 
specific expenditures and students do not reliably report sources of student 
aid. 

The most important factor in determining tlie amount of subsidy appears 
to be the institutional choice of the student. The decision to go to 
college obviously determines whether a subsidy is provided. This analysis 
is limited to those in college. Those who do not attend receive no subsidy. 
If the student decides to attend, the choice of vAiere to go to college 
influences, in large part, the amount of subsidy that will be available. 
The amount that a college spends on undergraduate education depends on a 
nunber of considerations including the control, mission, location, and size. 
Once the student decides to go to a specific college, that choice, along 
with the student's financial situation, determines the amount of aid for 
which that sttdent is eligible. In part, student decisions are limited by 
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institutional admission requirements. Low ability students have fewer 
colleges from which to choose than do high ability students. The choice of 
institutions is also somewhat narrower for low income students than for high 
income students who can afford to pay the tuition and living cost at more 
expensive colleges. Student aid does not necessarily assure low income 
students equal choice of high cost colleges (Jackson, 1986). 

For this analysis, an assumption is made that students do not aistribute 
themselves randomly among colleges so subsidy patterns among different types 
of students will vary. The stixient characteristics included in this 
analysis are family income, race and ethnic group, and ability. Information 
is included as to whether they enrolled in a two-year public college, a 
four-year public college or a private college. This set of chai^teristics 
allows an examination of whether subsidies are ttquitably distributed, as 
weJl as helps in understanding some factors associated with the subsidy. 
There is no implicit assumption about how much subsidy is provided by 
different types of institutions. A private college with high tuition could 
spend more on student education and yet provide less subsidy than a puDlic 
college with low tuition and a large state subsidy. The amount expended on 
education by the college includes the tuition paid by a student and is a 
different measure than the subsidy provided, which is the amount of money 
available for edixjation from sources other than the student. 

There are inter-relationships among the different student 
characteristics. For example, Blacks, Hlspanics and Indians have lower 
incomes, as groups, than do Whites. Previous research indicates that 
ability is correlated to income, with high income associated with high 
ability. Also lower income students tend to enroll in lower tuition 
colleges (Lc3, 1985). Very little is known about the patterns of subsidies 
available to students through the combination of institutional expei iiture 
and student aid. This results, in part, from the lack of a common data set 
that fiLLlows both student finances and institutional finances to be 
investigated simultaneously. The longitudinal data on the high school 
graduating class of 1.980, High School and Beyond (HS&B) and the Higher 
Education General Institutional Survey (HEGIS) are the sources for 
individual and institutional data used to develop estimates of subsidies 
available to students attending college. The information on student aid was 
taken from HS4B and institutional finance information was taken from HEGIS. 

Ine central concern guiding this analj^is is whether the average 
subsidies available to students are equitable. The first question to be 
investigated is vrtiether student aid subsidies are progressive relative to 
student income. The second quest icHi will be to determine if institutional 
subsidies are neutral across income categories. It is expected that the 
combination of institutional and student subsidies will result in an overall 
subsidy that favors low income students. To the degree that minority groups 
have, on the average, lower income than majority students, minorities should 
ireceive more student aid, and the same level of institutional subsidy, as 
majority students. Becaiise ability correlates witii income, it is expected 
that low ability stixients will receive more student aid than high ability 
students. This is balanced by the probability that high ability students 
will be more likely to enroll in selective institutions vAiich provide 
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Federal student aid totaled $18.9 billion in the same year. With a full 
time equivalent enrollment of nine million students, that results in just 
over $2,000 federal dollars per student. Much of this total expenditure is 
not classified as a federal subsidy. Approximately $8.4 billion is 
off -budget, including all student loans to be paid back and matching funds 
required from institutions by the various programs. If these off-budget 
totfls are subtracted from student aid tota:s, the federal appropriation 
available is roughly $1,170 per student. In this study, the amount of 
subsidy reported per undergraduate student in the 1983-84 academic year was 
$1,038. This reflects differences from the Federal appropriation in the way 
subsidies were calculated for this study, which includes college work-study 
and uses different procedures to estimate the loan subsidy. Another 
difference is that this group does not include graduate students or 
proprietary school students who, on the average, receive more aid than 
undergraduates . 

The total student aid provided by states was about $900 million in 1981 
(NASSGP, 1987). Privately provided aid, which is the most difficult to 
estimate, probably provides at least an equal amount to students. The 
addition of these non-federal sources of aid raises the total aid available 
per student about 20 percent above the federal level. 

Institutions receive income from private as well as public sources. 
Endowments, sales and services of educational activities, including 
hospitals and other sources, all provide institutional income. Some, but 
not all, of this income is spent for the direct costs of educating students. 



B. Definitions and Limitations 

1. Subsidy . Hie centntl concept in this analysis is that of education 
subsidy^ Generally, subsidy represents the amount of money from all sources 
provided for a students education above and beyond the individual's or his 
family's contribution. Educational subsidy is defined, for purposes of this 
study, as the "education and general" (E & G) expenditure plus the grant aid 
and grant equivalent student aid (this concept will be defined later in this 
section) received by the student, minus tuition paid by the student. The 
definition used in this analysis does not include foregone taxes as a 
subsidy to individuals and institutions because the amount would have to be 
estimated in the most general way and would result in questionable 
conclusions, n.ere also may be subsidies available to students through 
housing or food services on campus which are not taken into consideration in 
this study. 

The E & G measure was taken from the HEGIS finance data and modified by 
excluding expenditures for resear':;h, scholeu?ships and fellowships. These 
items were excluded because research expenditures do not bear directly on 
the educational experience of undergraduates, which is the population under 
examination in this study. Grar^ts and scholeurships were excluded because 
they are accounted for in the individual student record. 
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The tuition for a full-time (in-state for public colleges) undergraduate 
was subtracted from this total, resulting in the institutional subsidy 
available to the student. The tuition estimate was taken from the HEGIS 
file because it was considered a more reliable estimate than student 
reported tuitions. 

There are three limitations to this measure of subsidy. First, the 
subsidy available to students in an institution will vary by level of 
enrollment; freshmen receive less subsidy than graduate students. Second, 
the subsidy will vary by type of program; engineering majors receive larger 
subsidies than sociology majors* Third, universities with large graduate 
enrollments spend more on graduate students than on undergraduates • The 
institutional aveirage includes gi^uate students and, thus, is greater tJian 
the amount spent on undergraduates' ^=>ducation. Attempts to estimate the 
effects of these differences would introduce unttis>i.ed eissumptioiis into the 
analysis. Therefore, a decision was made to use uncorrected institutional 
averages. 

The E & G expenditure total excludes everything spent for all auxiliary 
enterprises, including hospitals, dormitories, cafeterias, book stores and 
other activities unrelated to the direct costs of providing education. The 
E 1 G expenditures used here includes expenditures for instruction, public 
service, academic support, student services, institutional support, 
operation and maintenance of plant, and transfers. This aggregate amount 
was divided by the total number of students enrolled to calculate a per 
student subsiciy. The number of students was calculated on a head count 
basis because the KEGIS finance tape contains only the head count number and 
not a division into part- and full-time status. This obviously reduces the 
estirated institutional subsidy for coimiunity college students relative to 
students in the other sectors because of the large proportion of part-time 
enrollment in two-year institutions. 

Calculation of the subsidy availabJ.e to students through student aid 
also required some estimation. Student aid can take three forms: grants, 
subsidized loans and subsidized work. Grants are simple to calc^date and 
are given full face value as a subsidy. Subsidized work is not included 
since a student must work for pay. Thus, a subsidized job is no different 
than any other job and from the student employee's perspective it is 
employment, not a subsidy. 

Subsidized loans present the most complicated form of subsidy. Loans 
include ar interest subsidy, much of vAiich is realized in the future, as 
well as a requirement that the borrower repay the original principle and 
some interest costs. There are several loan programs with different 
subsidies. In order to estimate the current grant equivalency^ of the 
subsidy, the market value of an unsubsidized loan was assumed to be 12 
percent annually. This is the loan that a student or h^s famrily would be 
forced to take if there was no subsidy loan program available. A student 
loan interest rate of zero percent was assumed while in college, and eight 
percent during repayment after leaving college. The difference between the 
market interest rate and the subsidized interest rate was calculated based 
on an assumption of two years in college and repayment over ten years. The 
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fut'jre subsidies were discounted to a current or present value. This means 
that a futiire subsidy is not els valuable as a current subsidy and is 
discounted to reflect the time value of money. Under these arbitrary 
assumptions the present value of the «rant equivalency of a loan was 
estimated to be roughly 30 percent of the face value of the loan. 
Obviously, this is an estimate and would change as interest rates changed, 
or as assumptions changed about the length of repayment. For example, 
p-ssuming three years in college and 13 percent market interest rate results 
in a 37 percent of the face amount of the loan as a present value of the 
subsidy. 

The type and source of loans and grants was not distinguished in the 
analysis. There is no attribution of the source of the loan or grant 
because it is not evident that students recognize the source of particular 
aid; rnly that they received the aid and the amount. 

2. Institut ional Expenditure . This is not a measure of subsidy but a 
measure of E & G e:q)enditure without tuition being subtracted. This 
provides information on the amount of institutional money that is being 
expended for education. A Ligh tuition college could provide relatively 
little institutional subsidy, but could expend a great deal on the edixjation 
of undergraduate students. Oi the other hand, a low tuition college could 
provide a significant subsidy, but not expend very xmch on education. 
Information on this point will help in estimating the proportion of the 
educational expenditure that is provided as a subsidy. 

3. Income . Another measure used in the analysis is income. The 
measure of income used was 1980 family reported income, when the students 
were high school seniors. The students were stssigned this income for each 
of the years used in the analysis. No correction was made for changes in 
family income or dependency status in students later years. No modification 
was made for faiiily size, single head of household, or other family 
circumstances which could affect a family's ability to pay for college. 
Given this opportunity for change in financial situation, the patterns among 
the income groups were found to be similar in the two years for vAiich data 
are reported 

4. Equity. For purposes of this analysis, equity was decermined to 
exist if those from the lowest income group received the laigest overall 
subsidy. Each increasingly higher income group should receive less subsidy 
if the system is equitable. This definition of equity is a very straight- 
forward, if limited, meaqure of how much subsidy is received by students 
from families with different incomes. Part of the total subsidy may reflect 
institutional expenditures and part may come from direct aid to the student. 
The subsidy may be provided by federal, state or private sources. 

The analysis does not include information on those v^o did not attend any 
college. Evidence has been consistent over the years that college 
attendance is related to inccme. The lower the family income, the less 
likely their children will attend college. 

TTie choice of a four-year or a two-yet r college is also related to 
socio-economic standing. High SES students are more likely to enter a 
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four-year institution when they attend v-ollege. Students with high ability 
are also more likely tc attend a foui^-year college (Rally and Collins, 
1977). 

5. Ability > Abj.lity was determined based on the composite ability 
measure used in iiS&B. Individuals were assigned to qLArtiles based on their 
scores. The ability test was a one hour test including basic matliematics 
and language skills. Race and ethnic group definition also was taken froia 
the HS&B tape. 



C. Research Design and Methodology 

Two data sources are used in this project. High School and Beyond 
(HSiB) is a longitudinal data set which follows a cohort of students who 
were high school seniors in 1980. Hie sample is weighted to reflect the 
universe of students in that cohort. The enrolljnent status of the group in 
this study is reported for the years 1980-81 and 1923-84. This corresponds 
roughly with the freshman and senior year in college for those students 
making standard progress toward bachelor's degree, v*iich most of the 
students in this sample did not ^o. All estimates of student subsidy were 
developed using HS&B data. The institutional records selected were for 
those campuses attended by students in the sample. *rhe sample does not 
represent a cross section of all students. Obviously it excludes older 
students. The mix of institutions attended by members of the sample should 
represent a cross-section of all colleges in the universe. Because 18 year 
old students are mostly freshmen, the mix of institutions attended differs 
from those attended by all students in the 1983 sample. There was a decline 
in the proportion of students enrolled in the two-year schools and an 
increase in the proporti .)n of students in the four-year schools. The use of 
data from two different /ears, each with their potential biases, provides us 
with more confidence in,\he results if both years indicate the same patterns 
of subsidy. A third year, 1981, was included in the initial data collection 
but because of several data problems has been excl xled from the final 
report. Mainly, the problems had to do with records that were not useable 
because of missing data. The resxuc was too few records to make usetul 
comparisons with other year's data. 

HS&B employed a two stage sample design. In the first stage, stratified 
disproportionate samples of schools were selected from public and private 
high schools with 12th grades in the 50 states and Washington, D.C.. In the 
second stage, simple random samples were taken of seniors attending high 
school uho could finish school by the end of the suanner. 

The design provided for a sample of 1 , 122 high schools and 36 seniors 
and 36 sophomores per school. A total of 811 (72 percent) of the 1,122 
eligible schools participated in the survey. There were 204 matched 
replacement schools which brought the total of participating schools to 
1,015, or 90 percent of the target. Student questionnaires were completed 
by 28,240 (85 percent) of the eligible sampled seniors in the participating 
schools. In 1980 there were 6,020 (unweighted) useable records of students 
enrolled in college that were included in the analysis. In 1983 the 
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unweighted number was 5,151 students enrolled. The single most important 
reason for excli*lin« a record in this study was the lack of a match between 
the individual record and the institutional record. Only students that were 
reported to have enrolled in a college were used in the analysis of subsidy. 
TTiere were an adequate number of records in eoub analytic category to 
support the simple comparison of means that were utilized in the study. 

The data collected for each student includes family income, family 
socio-economic quartile, student ability quartile, student aid received and 
attendance status. Attendance status includes full- or part-time and the 
type of institution attended. Colleges are reported as two-year, four-year, 
public or private. 

The records are used cross sectionally, that is they do not follow the 
same student through the several years. Different students make up the 
population in different years because some drop-out and others enroll. The 
mix of institutions charges by year. For example, there are fewer students 
enrolled in the two-year colleges in 1983 than in 1980. There was no 
correction for inflation in the report. All values are reported in current 
dollars. The two years used, 1980 and 1983, did reflect a period of 
inflation. The Consuner Price Index increased by 17 percent between the two 
time periods. To determine whether there had been a change in subsidy 
between the two time period, totals in 1983 would need to be deflated by 17 
percent. The results (see appendix A for table) indicate that there was no 
significant difference in subsidies between the two years with the exception 
of ttie decline in the subsidies available to students in public four-year 
campuses between the two time periods. 

T^e enrollment in 1983-84 represents 85.8 percent of the enrollment in 
1980. That relatively small overall drop represents a great deal of 
internal change. Of 100 students enrolled in 1930-81, nearly 45 were no 
longer in college in 1983 while 30 T^tudents who were not enrolled in 1980-81 
K-ere enrolled at that later time. 

The second source of data is the Higher Education General Iiformation 
Survey (HEGIS). Ihis data is collected from institutions each fall and 
includes information on enrollment, finances, faculty and staff and 
affiliation. Estimfites of institutional expenditures, tuition and 
institutional subsidies were taken, or estimated, from HEGIS data. 

Both HEGIS and HS&B identify an institution by its FICE code, which is 
an institutional identification number. This allows each student record to 
be assigned to the correct institution. This merging of records allowed a 
data base to be developed which included both the student aid subsidy and 
the average institutional subsidy. There were some records that could not 
be merged because of missing or incorrect FICE codes. The number of 
non-matches in 1983 and 1980 was between 18 and 29 percent of all records of 
enrolled students. The missing records appeal- to be randomly distributed 
among the different student categories so there is no reason tr believe that 
a consistent bias was introduced in the results. Data are reported in 
tables for academic years 1980-1981 and 1983-84 and include any students 
enrolled in each of tJ.ose years. Intermediate years were collected as a 
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quality control check but they are not reported here in order to maintain 
simplicity. The years represent the first and third year out of high 
school. A student: carjnot be assigned to an academic year in college with 
the reported data. Students were defined aa enrolled if they were full or 
part-time any time during the year. If a student changed colleges in the 
middle of the year, he or she was assigned to the first institution in which 
he or she was enrolled. 

A number of student records were dropped because they contained 
insufficient data to support the analysis. Examples of missing data include 
the previously mentioned problem with non-matchable FICE code as well as 
other problems such as no family income, no reported race or ethnic group, 
or no ability measure. In some cases, such as student aid reports, it is 
difficult to determine if there is a missing responses or the student 
received no aid* Records were only dropped from the particular analysis 
vrfiich required the data, not from the overall stady. There is the 
possibility that these missing records may have introduced some bias in the 
results. 

Per student subsidies were calculated on a head count beisis. Hiere 
were two reasons for this. The first is that the HEGIS finance tape 
includes only headcount enrolliiient. Adjustments for the percentage of part- 
time students could have been made using the HEGIS enrollment tape but, 
because of project budget limitations, this was not done. Hie second reason 
is Q»re complicated. Becaiise the HS&fi is a longitudinal tape a student may 
be full-time in one enrolLnent period and peurt-time or non-attending in a 
second enrollment period during the same year. It would be an arbitrary 
decision to declare these student full- or part-time so enrollment was 
calculated on a head count basis. 

Procedurally, the above considerations mean that a student was 
identified as enrolled in college on the HS&B tape, regardless of whether 
they were part- or full-time. They were assigned to the appropriate collego 
on the HEGIS tape. The actual student aid report by the student was 
identified and the average institutional expenditure for education was 
calculated for the head count enrollment reported by the institution* 

An alternative would be to t^e the concept of full-time equivalent 
enrollment equating thi'ee part-time students to one full-time student. 
Doing this would increase the average estimated subsisdies available to all 
students. Roughly 42 percent of all students in college attend part-time; 
29 percent in four yesu: schools and 63 percent in comniunity colleges (ACE, 
1984). If the correction for part-time enrollments was made it would 
increase the overall subsidy by 38 percent with an increase of 24 percent 
for students in four year schools and 72 percent for community colleges. If 
these corrections were made the overall estimated subsidy would increase and 
the difference in the subsidies available to student? at four- and two-year 
campuses would be more nearly the same but subsidies available to students 
in two-year schools would still be roughly $2,000 less vhan subsidies for 
students in four-year schools. (Table A-1 in Appendix A displays the 
estimated c^^viges in subsidies by institutional type.) 
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II. RESULTS 

The sequence of tables reporting results begins with a description of 
those students who did not attend college compared to those who did, Hhis 
is followed by tables describing the subsidy available by income, race and 
ethnic group, and ability for those attending college. Next, a series of 
tables presents the subsidies available by institutional type and control. 
The section closes with a brief review of differences in subsidies between 
aided and non-aided students • The final section includes a discussion of 
the implcations of the study's findings. 



A. Who Attendo College? 

According to the HS&B, roughly half the class of 1980 did not attend 
college in the first year out of high school • Tliat proportion of non- 
attenders dropped to roughly 35 percent in the four year period following 
high school. The probability of attending college by income is shown in 
Table 1. 



Table 1 

Proportion of fiMiH#>n ta Attending College by Income 

Proportion of Group 
Attending College in 1980 



< $7,000 


38.3% 


7-i2,000 


45.0 


12-16,000 


46.8 


16-20,000 


48.8 


20-25,000 


53.5 


25-38,000 


62.7 


38,000-t- 


67.3 


Average for adl Iixxote Levels 


49.8 



The probability of going to college directly after high school ia 
closely related to family income. Offspring of low income families are less 
likely to go to college than children in higher income fanilies. Over 60 
percent of the students from families with under $7,000 income did not 
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attend any college in 1980-81. Less than 33 percent of those from families 
with income over $38,000 did not attend. 

There also are differences in attendance £jnong racial and ethnic groups 
(See Table 2). 



Table 2 

Proportion of Students Atterriing College by Racial and Ethnic Groupe 

Proportion of Group 
Group Attending College in 1980 



Hispanic 51.1% 

Indian 34 . 2 

Asian 66.3 

Black 42.6 

White 53.6 

Average Proportion of All Races Attending 49.8 



Table 2 indicates that Asians are more likely to go to college directly 
after high school than any other group. Whites are next, followed by 
Hispanics, Blacks and Indians. Nearly two-thirds of the Asian high school 
graduates attended college and only one-third of the Indians. 

The next table presoits the proljability of students attending college 
by a composite measure of ability based on test scores. The students are 
organized into quart iles based on their scores. 



Table 3 

ProportiCT) of Stude ^*^" Att^»n ding College by Ability 

Ability Quartile Proportion of Groiqp 

Attending College in 1980 

LouBst 27.7% 

Second 46 . 4 

Third 58.8 

Highest 76.0 



Average for All Ability Levels 



49.8 



There was a strong relationship between ability and *:he propensity to 
attend college in 1980. Less than 30 percent of those in the lowest ability 
quartile go to college corapBred to over 75 percent in the highest quartile. 

This brief review of who tends to go to college coiifirms other 
historical data indicating that low income and low ability students are less 
likely to attend college than are other groups. Analysis by race and ethnic 
group also confirms prior data showing that Indians and Blacks aire less 
likely to go to college, but Hispanics and Asians are more likely to go to 
college, than the average. Attendance rates for Whites are close to the 
mean because they include the preponderance of cases. 

The subsidies available to college students are not utilized by 
individuals electing not to attend. This report does not include high 
school dropouts, which would probably exacerbate some of the differences 
noted here. The sam? factors that account for college attendance are also 
related to dropping out of high school. 

The results confirm previous findings that college attendance is more 
likely for the wealthy axxi academically able. Attending students receive a 
subsidy which is not available to those not attending. This has not been 
defined as inequitable as the term is ',:3ed in this study. For whatever 
reason, thero are some people that do not have an interest in higher 
education or participate in other activities by preference. Hie propensity 
to attend college is related to income and ability vAiich are correlated. A 
good deal of higher education policy over the last several decades has been 
aimed at changing this fact. The data from other research (Lee, 1984) make 
the point that not much progress has been made toward the g:>al of equalized 
rates of attendance among income groups and, in the largest sense, this can 
be defined as inequitable. 



B. Who Receives a Subsidy by Income? 

For those attending college, the issue is how much subsidy is available 
to students with different characteristics. Table 4 presents the subsidies 
available for 1980 aini 1983 by different inccane categories. This is the 
total subsidy available to students throiigh the sum of institutional 
subsidies and those available directly to the student. There has been no 
coiTection for inflation in this report. The two years reflect different 
students attending different schools. TTie family income reported in 1980 is 
used for students in both the years, again there has been no correction for 
inflation. The important point made in these tables is the relative 
difference within a year, not the differences between the two years or the 
absolute values presented. 
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Table 4 



Total Subsidy Available by Ir>coine 



Income 


198C 


1983 


< $7,000 


$3,812* 


$4,344* 


7-12,000 


3,7^7* 


4,342* 


12-16,000 


3,5;'4 


4,102* 


16-20,000 


3,493 


3,917 


20-25,000 


3,282 


3,959 


25-38,000 


3,131* 


3,796* 


38,000+ 


3,328 


4,037 


Average for all Incoipe Levels 


$3,429 


$3,980 



'Significantly different from the overall mean (05. level of confiderKje) 



Generally, students from families having under $16,000 income receive a 
subsidy greater than average while those in the higher income range receive 
less overall subsidy in both years. There is slightly less variation in the 
range in 1983 compared to 1980. The distribution of the subsidy is 
generally equitable, but the differences are not very great. 

The next table presents the distribution of the subsidy available to 
stxxients in the form of aid. This aid is from all federal, state, and 
private sources. As indicated earlier, 30 percent of the face value of 
loans are estimated to be equivalent to a grant. 



Table 5 



Student Aid by Income 



Income 


1980 


1983 


<$ 7,000 


$1,477 


$1,262 


7-12,000 


1,486* 


1,386* 


12-16,000 


1,123* 


1,187* 


16-20,000 


1,237 


1,159* 


20-25,000 


1,066 


1,126* 


25-38,000 


901* 


866* 


38,000+ 


733* 


795* 


Average for all Income liCvels 


$1,080 


$1,037 



*Significantly different from the mean (.05 level of confidence) 
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The student subsidy is related to incoir<e with the lowest income students 
receiving roughly twice as much as the highest income students in each of 
the two years. The one probable reason why student aid declines in 1983 
relative to 1980 is because of changes in policy which restrictea the 
eligibility of students for aid from the more liberal Middle Income Student 
Assistance Act rules that were in effect in 1980. In 1983 fewer students 
reported receiving aid, but those who did receive aid had larger average 
award packages. Further work needs to be done to determine if the 
difference can be accounted for by missing data. 

Table 6 presents the average amount of money spent on education by 
institutions and the average tuition paid for each of the income categories. 
The amount exjy nded includes the tuition paid by the student as well as the 
subsidy. Subti:<acting tuition from expenditures yields the institutional 
subsidy. The table contains three colvmns of nunbers for each of the years. 
The first column (A) shows the average amount per student that institutions 
spent on education, including the tuition income paid by students, so it 
does not constitute the subsidy. The second colvmm (B) is the average 
tuition paid by students in each of the income levels. The third colunn (C) 
IS the institutional subsidy, the amount of subsidy available to students 
from institutions. Institutional subsidy and the subsidy received directly 
by students are additive to prodixje total subsidy. The actual totals will 
not sun exactly because of missing values in the different categories. 



Table 6 



Institutional Expenditures for Education by Income 



Income 




1980 






1983 






A 


B 


C 


A 


B 


C 




Total 




Inst. 


Total 




Inst. 




Experided 


Tuition 


Subsidy 1 


Expended 


Tuition 


Subsidy! 


< $7,000 


$3,466 


$1,099 


$2,367 


$4,467 


$1,405 


$3,062 


7-12,000 


3,311* 


1,057 


2,254 


4,266« 


1,325 


2,941 


12-16,000 


3,399 


1,009 


2,390 


4,251« 


1,359 


2,892 


16-20,000 


3,467 


1,158 


2,309 


4,283« 


1,526 


2,757 


20-25,000 


3,498 


1,237 


2,261 


4,532 


1,708 


2,824 


25-38,000 


3,473 


1,178 


2,295 


4,567 


1,667 


2,900 


38,000+ 


4,267« 


1,718 


2,544 


5,596« 


2,409 


3,187 


Average 


$3,552 


$1,217 


$2,335 


$4,597 


$1,676 


$2,921 



•Significantly different from the mean (.05 level of confidence) 

^This figure is derived and thus its significance cannot be calculated. 
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The amount spent on education tends to be greater in both years for 
the higher income gioups as compared to the lower income groups. The total 
expended rises slightly mere rapidly than tuitions as income increases, 
resiilting in a slight advantage in institutional subsidy for the very 
highest income group. The subsidy for the remaining groups shows no 
pattern. As will be indicated in a later section, comnunity colleges 
provide less subsidy to students than four-yeaur colleges. 



C. Who Receives a Subsidy by Racial and Ethnic Group? 

A good deal of attention has been given to the lagging college 
attendance rate of minorities in this country. The preliminary data 
reported earlier indicates the problem is better defined as a problem for 
Blacks, Indians and, to a lesser extent, Hispanics. This section describes 
the subsidies utilized by these groups after they enroll in college. 

The minority groups are self identified on the HS&B. Hispanic is a 
composite group comprised of Puerto Ricans, Cubans, Mexicans and others. 
Other research has indicated divergent college attendance rates for 
different Hispanic groups (Lee, 1985). This sample was too small to allow 
separate analysis of these sub-groups. The small number of Indians in the 
sample results in greater variations in their statistics compared to those 
of other groups. 

Table 7 indicates that, in terms of total subsidy, Asians and Blacks 
receive the largest subsidies axxi Indxans and Hispanics receive the least. 



Table 7 

Total Subsidy b y Race and Ethnic Group 



Group 1980 1983 

Hispanic $3,157* $3,610* 

liidian 3,060 3,667 

Asian 4,393* 4,782* 

Black 3,810* 4,493* 

White 3,221* 3,839* 

Average for 3,391 3,980 
all groups 



*Significantly different from mean (.05 level of confidence) 



Blacks receive the largest amount of student subsidy relative to the 
other groups. There is only a $400 range between the highest and lowest 
subsidy, which went to Hispanics. The fact that Hispanics receive a 
relatively low institutional subsidy, and a low student subsidy, probably 
reflects the fact that a relatively large proportion of Hispanics are 
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enrolled in conmunity colleges. Further research would be necessary to 
determine the relationship between type of institutions attended by 
different social and ethnic groups. Table 8 presents information on the 
student subsidy available to the groups in both years. 



Table 8 

Student Subsidy by Racial arid Ethnic Groups 

Group 1980 1983 

Hispanic $922 « $880 * 

Indian 1,129 836 

Asian 1,083 962 

Black 1,328* 1,188* 

White 1,039 1,048 

Average for 1,080 1,037 

all groups 

^Significantly different from the mean (.05 level of confidence) 

Table 9 presents infoi-mation on institutional expenditiores and 
subsidies available to the different social and ethnic groups. Consistent 
with the two previous tables, Asians receive the leurgest institutional 
expenditure (A) and Hispanics and Indians the least. Blacks receive higher 
than average institutional expenditure in both of the yeeu:'s. 

The pattern changes slightly when institutional subsidies are considered 
(C) but Asians still do best followed by Blacks. Because Hispanics and 
Indians pay a lower tuition (B), their institutional subsidy (C) is more 
nearly comparable with that of whites. 
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Table 9 



Institutional Expenditure by Racial and Ethnic Group 
Group 1980 1983 





A 


B 


C 


A 


B 


C 




Inst. 




Inst. 


Inst. 




Inst. 




Expend. 


Tuition 


Subsidy^ 


Expend. 


Tuition 


Subsidy 


Hispenics 


$3,144* 


$ 906 


$2,238 


$3,831* 


$1,144 


$2,737 


Indians 


2,901* 


968 


l,93o 


3,S41 


1,108 


2,833 


Asians 


4,762* 


1,266 


3,486 


5,585* 


1,748 


3,837 


Black 


3,723* 


1,196 


2,527 


4,831* 


1,553 


3,278 


White 


3,554 


1,360 


2,194 


4,695 


1,938 


2,757 


Average 


$3,552 


$1,217 


$2,335 


$4,597 


$1,676 


$2,921 



•Significantly different from the mean (.05 lev^l of confidence) 

^This figure is derived and thus its significance cannot be calculated. 



D. Who Receives a 3uboidy by Ability? 

Ability is a composite measure based on achievement tests administered 
to all seniors in the high school sample. Ability has the strongest 
relationship to subsidy compared to the two other measiires income and 
race and ethnic group. The highest ability quartile students receive the 
largest subsidy on all three of the subsidy measures across both years. The 
relationship between the other three quartiles is not as marked but there is 
very nearly a perfect ranked relationship between subsidy and ability. The 
lower ability students receive the least amount of subsidy on all three 
measures. TeO^le 10 describes the total subsidy available to students by 
ability quartile. 



Table 10 
Total Subsidy By Ability 



Ability Quartile 1980 1983 

Lowest $2,676* $3,225* 

Second 2,974* 3,492* 

Third 3,235* 3,719* 

Highest 4,260* 4,836* 

Average for $3,391 $3,980 
all groups 



*Significantly different from the mean (.05 level of confidence) 




XIII - 17 



P3 



The increase in the subsidy between the third and highest quartile is 
the most marked. Not only are high ability students more likely to go to 
college, but they receive noich iiK>re subsidy when they attend. 

The advantage for high ability students is consistent in the other 
measures. TTiere is a close relationship between ability and student 
subsidy. The higher the ability measurey the greater the subsidy. 
Perhaps most surprising is the outcome for student subsidy. Given that the 
majority of aid is needs tested and not awarded on the basis of ability, it 
is sxirprising that there is such a significant increase in the amount of aid 
received students in the top ability quartile relative to the other 
groups. One possible explanation is that high ability students are more 
likely to attend higher cost colleges and are thus eligible for more student 
aid. Table 11 provides the distribution of student subsidy by ability. 



Table 11 



Student Subsidy by Ability 



Ability Quartile 


1980 


1983 


Lowest 


$ 684« 


$ 658> 


Second 


840« 


822 « 


Third 


985« 


902 « 


Highest 


1,575« 


1,468« 


Average 


$1,080 


$1,037 



'Significantly different from average at .05 level of confidence 



The final table in this series on ability reflects the total 
institutional expend! ttire and subsidy available to students by ability. It 
confirms the results of the preceding two tables. 
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Table 12 

Institutional Expenditure by Ability 

Ability 



Quartile 




1980 






1983 






A 

Inst. 
Expend. 


B 

Tuition 


C 

Inst. 
Subsidy 1 


A 

Inst. 
Expend. 


B 

Tuition 


C 

Inst. 
Subsidy! 


Lowest 


$2,702« 


$ 713 


$1,989 


$3,402« 


$ 840 


$2,562 


Second 


3,052« 


919 


2,1?" 


3,899« 


1,243 


2,656 


Third 


3,397 


1,151 


2,246 


4,327« 


1,555 


2,772 


Highest 


4,531« 


1,770 


2,761 


5,577« 


2,450 


3,327 


Average 


3,352 


1,217 


2,135 


4,597 


1,676 


2,921 



•Significantly different from average (.05 level of confidence) 
^Significance tests could not be performed for institutional subsidy 
because institutional subsidy is a derived number* 



Expenditure, tuition and institutional subsidy are all closely related to 
ability. As ability increases so does the value of all three of these 
measiores. The relationship is clear and unambiguous. The most notable 
increase is the one between the third and highest quartiles. Neither income 
nor race and ethnic group has as strong a relationship to subsidy as does 
ability. 



B. Subsidy by Institutional Type and Control 

Table 13 compares four-year private, four-year public and two-yeaur 
public students in terms of the total subsidy received (A) , the student 
subsidy received (B), the amount the institutions expend on their edix^tion 
(including txaition) (C) , Tuition (D) axxi, finally, the institutional subsidy 
(E), 
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Table 13 



Subsidy by Institutional Type and Control 











1980 






Type 




A 

Total 
Subsidy 


B 

Student 
Subsidy 


c 

Inst. 
Expend. 


D 

Tuition 


E 

Inst. 
Subsidy 


Pri. 
Pub. 
Pub. 


foiir 
two 


i4 587 
4,517 
1,996 


1,205 
543 


4,241 
1,844 

1983 


AO A 1 C 

$o , 41b 
929 
391 


AO Oil 

$2,211 
3,312 
1,453 


Type 




Total 
Subsidy 


Student 
Subsidy 


Inst. 
Expend. 


Tuition 


Inst. 
Subsidy 


Pri. 
Pub. 
Pub. 


four 

foiiT 

two 


$5,605 
5,069 
2,394 


$2,707 
1,226 
538 


$7,292 
5,073 
2,448 


$4,394 
1,230 
584 


$2,898 
3,843 
1,856 



Subsidies received by students in public and private four-year colleges 
(A) remained roughly the same in 1983 with a slight but statistically 
significant ($536) advantage to students in private colleges. Private 
college students receive more than twice the student subsidy (B) received by 
public college students but pay more than 3.5 times as much tuition (D). 
Even though the subsidies are nearly equal for public and private college 
students, the amount spent on the education (C) of private college sttdents 
is nearly 44 percent greater. The variance around the mean for 
institutional subsidies (E) is much greater for private than public colleges 
(this variance is not report 3d in the table). Students in public colleges 
receive nearly $1,C00 more Listitutional subsidy than students in private 
colleges (E). TTiere is a balancing of sorts with private college stvidents 
receiving more student aid and public college students receiving more 
institutional aid. The resulting overall subsidy available to students is 
very nearly equal. 

Conmunity college students receive less than half the subsidy available 
to students in four-year colleges. Neither the student subsidy (B) nor the 
institutional subsidy (E) is near the magnitude of that for the senior 
institutions in either year. As indicated earlier, data problems may result 
in a substantial underestimate of coranunity college subsidies because of the 
high percentage of peu:t-time students attending these institutions (Appendix 
A contains a calculation for correction). 
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F. Differences Between Aided arxi Non-Aided Students 



In both 1980 and 1983 students who received student aid attended 
colleges with higher tuition. The higher cost colleges, in turn, tended to 
spend more money on students' education. It is not possible to determine 
causality from these difxerences. Students could go to higher tuiLion 
colleges because they get aid or they got aid because they went to colleges 
with higher tuition. 

Table 14 details some of the differences between aided and non-aided 
students in 1980 and 1983. 



Table 14 

Differences Between Aided and All Students 



1980 1983 





Aided 


iUl Students 


Aided 


All Students 


Inst. Exp. 


$3,957 


$3,55?« 


$5,420 


$4,597« 


Tuition 


1,421 


1,217 


2,141 


1,676« 


Subsidy 


4,509 


3,391« 


5,953 


3,980« 


Sv,jd. Sub. 


2,060 


1,080« 


2,722 


1,037« 



*Significancly different at .05 level of confidence) 



As would be expected, the subsidy levels were higiier in both years for 
aided students. In 1983 fewer students reported receiving aid, but those 
that received aid had larger amounts. In 1980 46.7 percent of the students 
reported receiving some aid and in 1983 that percentage had drop>ped to 34.0 
percent r This reflects the greater proportion of the cohort attending 
college part-time in 1983 compeuTed to 1980 and changes in federal student 
aid policy which restricted eligibility in 1983. 



III. REVIEW AND CONCLUSIONS 

The propositions set forth at the beginning of this study were confirmed 
in some cases and not others. In general, total subsidies are equitably 
distributed. Lower income students generally receive more support than 
students from higher income families. That was true both in 1980 and 1983. 
In 1981 the subsidy was roughly $3,400, with the income group receiving the 
least subsidy receiving about $2,300 and the group getting the most yout 
$3 1 800. The range was only $550 between the different in^^ome groups in 1983 
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with the lowest subsidy group receiving about $3,900 and the highest $4,350. 
Hie overall subsidy differences were not very great but they were in the 
expected direction. 

The estimated student subsidy is also equitably distributed. Low income 
students received the largest student subsid^, getting about twice the 
anount of direct support received by the highest income students* 

Institutional expenditures for education, vAiich includes tuition, are 
related to income. Students from higher income families tend to have more 
spent on their education than is spent on educating students from lower 
income families* Higher income students pay more tuition but receive an 
institutional subsidy nearly equal as to that received by lower income 
students, with only a slight advantage to the very highest income group. 
Students from the highest income groiip pay the highest tuition and receive 
the l£u:gest institutional subsidy. 

Hie second proposition suggested that minorities would receive a greater 
subsidy than Whites because generally they come from lower income families. 
This was only partially supported. Asians and Blacks received the greatest 
overall subsidy in both years i^ile Hispaiiics and Indians received the 
least. Blac?cs receive more student aid than any other group followed by 
^liites. Th^ Hispanics and Indians received less than average. This 
difference may reflect the higher probedjility of Hispanics going to tw-year 
public colleges and qualifying for less aid than Blacks v4io are more likely 
to attend private colleges than Hispanics. Further work needs to be done to 
confirm this assunption. Differences in the income characteristics of 
different racial and ethnic groups could also influence the results. 

The explanation of subsid; differences among ethnic groups, resulting in 
part from attendance in different institutions, is supported by the fact 
that institutional expenditures are lower for Hispanics and Indians v*iile 
they are higher for Blacks and Asia^iS. Asians attend colleges that spend 
significantly more on education than other racial and ethnic groups. Blacks 
are a distant second. There is only partial support for the proposition 
that minorities receive a greater subsidy than lAites. 

The next proposition suggested that oecause low ability students are 
poorer they would gamer more student aid. This assumption was emphatically 
rejected. The strongest factor related to both measures of subsidy and 
educaticxial expenditure was high ability. The top ability quartile students 
receive significantly greater subsidy than any of the other quartiles. Even 
the utilization of student aid, most of v*iich is need tested, is greater for 
high ability stud^ts than low ability students. This may be the result of 
the type of college attended and the active pursuit of student aid by these 
students. li^sures of institutional expenditiire, tuition and insti tutional 
subsidy alx increase with ability. The fact that high ability students are 
less likely to attmd two-year public colleges than lower ability groups, 
raises subsidies significantly for that upper ability quartile. Ths pattern 
of subsidies among the three types of institutions suggest that students 
attending four-year colleges receive roughly the same total subsidy 
regGUxUess of viiether they attend a public or private college. Students in 
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private ccl leges receive more student subsidy while those in public colleges 
receive a heater subsidy directly from the institution. When tuitions are 
included, private colleges expend more on education than do public four-year 
colleges. 

TTiere is a propensity for students that are receiving aid to attend 
colleges with higher tuitions. Such ir^stitutions make larger expenditures 
for student education. It is not possible to imply causality one way or the 
other to this fact. Aided students may attend more expensive colleges or 
students attending more expensive colleges may receive more aid. 

Overfill, it is evident that the diverse funding system for higher 
education results in different subsidies being available to different groups 
of students. ITie subsidy patterns suggested in this report are remarkable 
for their differoices as well as simileurities. The differences in subsidies 
among ability groups and the racial and ethnic groups are striking. The 
similarity in subsidies available to different income groups *uki students 
attending public and private four-yeeu? colleges is an equally interesting 
finding. 

This pattern of subsidies reflects, in part, conscious policy decisions 
combined with millions of student choices each year. The results suggest 
that the single most important decision that determines overall subsidy is 
whether some one attends a four-year or a two-year college. Stixients 
attending a lower cost two-year college receive a lower institutional 
subsidy and a lower student subsidy. However, this difference, as noted, is 
exaggerated because the data were not adjust to take into consideration the 
distribution of peu:*t-time students (see Appendix A). 

The fact that ability is so closely related to subsidy suggests that 
choice of institution may be more closely related to ability than Income. 
That choice in turn predicts the subsidy available to stixients. 

The results of this study should be interpreted as a first effort to 
examine this complex issue. The results suggest that there are different 
amounts of subsidy available to stixients attending college depending on 
their circumstances. The necessary caiiproraises forced on the study by data 
limitations and definitional ai."^sumptions distort the final results somevAiat. 
It is highly probable thftt the results underestimate the subsidies of 
stixients in community colleges and overestimate those for students in 
universities with large graJiiate programs. The quality of data always 
constrains making more than tentative generalizations. Missing values and 
unmatched x^ords both play a role in limiting the amount of usable data in 
the study. Since this study started, improvements in the data have been 
introduced but too late for inclusion here. The High School and Beyond data 
set is not perfect for this study because it only contains students in a 
particular age range. 
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Taking all of these limitations into consideration, the results have 
enough consistency and face validity to suggest thfit they reflect an 
underlying reality. The results suggest some furtlier research that could be 
done to confirm the results emd answer more questions. It would be helpful 
to know something about the interaction of t-he different variables. For 
example, knowing the combined effect of inccxne and ability on subsidy, or 
the relationship of type and control of institution to ability, would be 
helpful in developing a fuller understanding about variations in subsidy 
available to students with different characteristics. These would help 
answer some questions raised by the preliminary study and improve our 
understanding of what subsidy students are receiving for a college 
education. 
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APPENDEC A 



Estimatpd effects of using full-time equivalent <=?nrollinent i instead of 
head count enrollment, in estimating tot^l subsidy would result in 
calculations of: (1) overall subsidies increasing by 38 percent, (2) 
subsidies for students in four-year schools increasing by 24 percent and (3) 
subsidies for sttdents in two-yeax schools increasing by 72 percent. 



Tfetble A-1 

Estimated Changes in Total Subsidies Comparing 
FTE and Head Count Enrollment 



1980 



1983 



Inst. Type 


Head Count 


FTE 


Head Count 


FTE 


Private 4 Yr. 


$4,587 


$5,688 


$5,605 


$6,950 


Public 4 Yr. 


4,517 


5,601 


5,069 


6,286 


Public 2 Yr. 


1,996 


3,433 


2,394 


4,118 


Average 


3,3r/l 


4,680 


3,980 


5,492 






TABLE A-2 








1983 Total Subsidies Deflated 


to 19«0 Prices 




Inst. Type 


1980 


1983 Deflated to 


1980 


Private 4 Yr. 


$5,638 


$5,769 




Public 4 Yr. 


5, 


601 


5,217 




Public 2 Yr. 


3, 


433 


3.418 




Average 


4, 


680 


4,558 
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This paper reviews the change?s over the past 40 years in the 
social and economic environment affecting higher education 
finance, focusing particulary on the related emphaijis given to 
quality and equity. Its empirical work compares changes in 
ins t ruct i onal-rela ced costs, as a ref]ection of a concern 
relative about quality, with the net share of the these costs 
paid by students, (tuition and fees less total ^ cudent aid), as a 
reflection of equity. The evidence indicates a pendulum like 
movement with a sharp shift from equity to quaJity concernG in 
the 1980s. 
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Economics and i^inancing of Higher Education: 
The Tension Between Quality and Equity 
W. Lee Hansen and Jacob 0. Stampen* 
University of Wisconsin-Madison 



Introduction 

This paper examines the social and economic changes since 
World War II affecting the allocation and distribution of 
resources to higher education. The massive expansion of higher 
education enrollments and the expanded missions of higher 
education institutions that began in the late 1950s and 
continued through most of the 1960s not only required but also 
stimulated a substantial increase in resources allocated to 
higher education. ^ However, the past fifteen years have been 
markedly different. Resources available to educational 
institutions have been relatively less abundant and aspirations 
have been scaled back, but meanwhile the demands on 
institutions have increased. * How higher education will 
respond in the face of tightened resources remains unclear. To 
provide some insight into this conflict, we examine how and why 
the level and allocation of resources shifted over the past 40 
years . 

One apparent explanation for the shift in resources is the 
significant change in the goals of higher education that have 
occurred. Over the past two decades there has been 
substantially increased attention towards promoting wider 
access with less attention to developing high quality 
educational programs. These changes stem from a heightened 
concern with social justice, a concern that has always received 
strong support from higher education. As a result, the 
character of higher education by the end of the 1970s seemed to 
have been substantially and permanently altered, with its focus 
on access, choice, and persistence. 

It now appears that this conclusion was premature. Since 
1980-81 we have experienced another dramatic change, evidenced 
by renewed public concern over quality and related calls for 
higher standards than those that prevailed over the preceding 



* This is a revised version of a paper presented at the annual 
meeting of the Association for the Study of Higher Education, 
in San Diego, February 14 f 1987. This research was supported 
by the National Center for Postsecondary Governance and Finance 
and the Wisconsin Center for Education Research under a grant 
from the U.S. Office of Educational Research and Improvement 
{OERI-G-86-0009 ) . The authors acknowledge the research 
assistance of Marilyn S. Rhodes, the editorial assistance of 
Deborah M. Stewart, and the typing of Karen Donnelly. 
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decade. As a result, higher education is making a strong bid 
to tighten academic standards, to improve its educational 
programs, to use its resources more effectively, and to 
judiciously respond to a wider array of social demands. Partly 
as a result of these developments higher education institutions 
have recently embarked on a major effort, particularly at the 
state and local level, to increase the resources invested in 
higher education. 

We try here to put these developments in perspective by 
gleaning from recent history the lessons we can learn about the 
effects of changes in the pol i tical-social-economic environment 
on higher education. Our exploration of these changes focuses 
on national data on higher education revenues and expenditures. 
Our purpose is to gain insight into shifts in the level and 
distribution of resources for higher ed nation. Our hope is 
that a better understanding of the interplay among the various 
forces affecting the economic vitality of higher education 
institutions uil] help faculty, administrators, and also public 
polioymakers improve the quality and performance of higher 
e due at ion institutions. 

We structure this analysis around a series of questions 
concerning higher education expenditures which reflect 
society's investment in higher education. We then set out 
criteria that can be used to link new social mandates for 
change in higher education with the expenditure* data. The 
central focus of our analysis is to create a framework of time 
periods that highlight the major forces affecting pos tsecondary 
education since World War II. Based on this framework, we 
proceed to examine the changing patterns of investment in 
higher education, shifts in the allocation of expenditures, and 
what these developments mean for who pays the costs of higher 
education . 

The principal questions that guided our analysis are as 
follows : 

1) How did the various social~pol it ical mandates from 
the past forty years influence societal spending, or 
investment, in higher education? 

2) What were the key events affecting investment in 
higher education during this forty year time span? 

3) What were the trends in overall expenditures for 
instruction, for tuition and : -^e charges, and for student 
financial aid? 

4) How did changes affect the sharing of the costs of 
higher education and the ability of students and their 
families to finance college attendance? 

The data available to address these questions are less 
than ideal. Routinely gathered federal statistics on higher 
education have been redefined frequently, thereby making it 
difficult to consistently document financial trends and changes 
in higher education activities. Public opinion polls that 
might capture prevailing views about higher education are 
sporadic and usually rather vague in the information they 
elicit. Existing studies and research reports pursue a variety 
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of questions that bear only tangentially on our topic. For 
these reasons the variables selected for observation are 
necessarily broad and represent a synthesis not entirely free 
of our own judgments. Nonetheless, the general patterns that 
emerge offer explanations of changes in higher education that 
are pertinent to the current policy debate on higher education 
finance . 

Dating the Periods of Analysis 

The higher education sector has been buffeted by a variety 
of unprecedented forces over the past four decades. Perhaps 
the most noticeable force was demography. The enrollment surge 
after World War II resulting from the GI Bill was followed by 
relatively stable enrollment until the late 1950s. After a 
gradual enrollment increase into the early 1960s, an explosion 
of enrollments occurred as the baby-boom population reached 
maturity. This enrollment surge continued through the 1970s, 
but at a somewhat slower pace. Since 1980 overall enrollment 
growth has slowed considerably. 

Another key factor has been the efforts of the higher 
education sector to chart its own course, as reflected in a 
long series of reports that articulate its goals and 
aspirations. Still another force has been that of economists 
and other social scientists who periodically introduce new 
concepts, provide fresh insights, and offer novel proposals 
that stir the air and stimulate thinking about the economics 
and financing of higher education. Last but not least, 
political forces always loom large and are revealed most 
immediately in governmental actions; ultimately, however, these 
actions reflect an even more powerful force, namely, the 
changing priorities of the citizenry who determine the focus of 
political action and the availability of resources for higher 
educa t ion . 

To facilitate our analysis we define five distinct time 
periods. The first embraces the years between 1947-48 and 
1957-58, a period of readjustment following World War II, that 
began with the GI Bill and concluded with the emergence of 
higher education as a major factor in the development of 
American society. The second period, 1957-58 to 1967-68, 
reflects the enormous expansion of the higher education sector 
and its emphasis, spurred by concern that American technology 
was falling behind the Soviets, on that elusive dimension of 
quality. The next period, 1967-68 to 1972-73, reflects the 
search for ways of broadening opportunities for students to 
attend col lege beyond those ini tiated by the f ederal student 
loan programs in 1965. This search culminated with the federal 
decision in 1972 to establish a national need-based student aid 
system of Bas ic Educat ional Opportuni ty Grants , later renamed 
Pell grants. The next period, 1972-73 to 1980-81, can best be 
described as a time for consolidating the financial system and 
resolving equity problems. The last and most recent period, 
1980-81 to 1984-85, reflects a sharp swing in the opposite 
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dirpction, with concerns about quality, efficient use of 
resources, and broadened missions rising to the fore once 
aga in • 

These forces and their changing direction over the past 
four decadeij reflect the well-known pendulum effect in social 
and political affairs. ^ Special concerns about equity that had 
led to passage of the GI Bill in 1944 were followed by concern 
with quality in the late 1950s and early 1960s. The concern 
for quality was followed by the ascendancy of interest in 
equity and opportunity in the late 1960s and 1970s. By the 
early 1980s these forces* had run their course, and there was a 
reversion to concerns about quality and effectiveness. 

We legin by outlining the major forces operating in each 
of the five periods. 

1946-47 to 1957-58--POS t World War II Readjustment 

This' period can best be described as one of readjustment 
from the Great Depression and World War II. It began uith a 
rapid increase in enrollments occasioned by returning veterans 
who resumed or began their college training with the help of 
the GI Bill. Despite the declining size of the college age 
population in the early 1950s-, resulting from falling births in 
the 1930s, enrollments held up reasonably well as a consequence 
of the flow of GI-Bill supported Korean War veterans into 
col 1 ege . 

Aside from cnanges on college campuses brought about by 
the returning veterans, this period was rather uneventful. The 
social and economic pressures on the higher education sector 
were minimal. The resources provided, while not substantial by 
current standards, matched public expectations that access to 
higher education should be limited to a modest percentage of 
high school graduates. The one noteworthy report of the period 
came from the 1947 Truman Commission on Higher Education* 
(otherwise known as the Zook CoTimission) which suggested that 
after the veterans completed their schooling larger prnportions 
of the civilian population should be educated. The Commission 
estimated that half of all high school graduates could benefit 
from higher education. Tt called for removing the financial 
barriers to college attendance by providing loans, grants, and 
work-stiMy opportunities based on financial need.^ 

The period marked the ascendence of higher education to a 
new levr. I of prominence in American society. Colleges and 
universities had 1 een instrumental in easing the transition 
from a w-^^rtime to a peacetime economy; many young people uho 
might not have nad a chance to attend college could do so; and 
colleges and universities were able to expand and lievel.p. 
Knowledge of the important contributions of acadcine during 
World War II lod to society's increased reliance on i , iri'^ 
people came to believe that oo]lpg^->s and universalities could br 
instrumental in resoUiriij oth^^r national problems. Me\n'.sMih . 
many higher education IfTadcr^-^ pr-5\efi to b.- pcrsuajn]\e s^^oke^^men 
for education and evercised leadership on natn»nal polic> 
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issues that went far beyond higher education. 
1957-58 to 1967-68-'-Expansion and Quality 

This period can be described as one of enormous expansion 
and a stronjf emphasis on quality. The most important element 
was demographic, with the number of young people reaching age 
18 rising from 2.3 million in Fall 1957 to 2.8 million in Fall 
1964 and then jumping to 3.8 million in Fall 1965. « By the 
early 1960s colleges and universities were scrambling to 
construct facilities and to recruit new faculty members in 
anticipation of the surge of growth looming ahead. The 
emphasis on quality had come earlier and unexpectedly as a 
result of the Soviet launching of Sputnik in 1957, This event 
dramatized the need for augmenting the nation's human resource 
base and for focusing pa'^ticular attention on developing the 
most talented youth; it led to passage of the National Defense 
Education- Act which provided limited loans and scholarships. 

Meanwhile, economists developed the concept of human 
capital which blossomed in the early 1960s and demonstrated the 
powerful effects of human "investment" in education on economic 
growth and on individual well-being.' Simultaneously, social 
scientists were identifying the "talent loss" resulting because 
many highly qualified high school araduates who could profit 
from college were not attending or planning to attend college. 
These developments combined to justify the enormous expansion 
of resources invested in the instructional programs and 
facilities of colleges and universities. They were also 
instrumental in expanding the amount of organized research 
activity financed largely by the federal government. 

Several national reports proved to be influential in 
focusing the debate and defining paths for subsequent action. 
A 1957 report by the President's Committee* on Education Beyond 
High School recommended that planning begin for the projected 
expansion of higher education and that factulty salaries which 
had lagged seriously behind those of other comparable groups be 
doubled in real terms by 1970 to assure an adequate base for 
the coming expansion of the college population. Equally 
important was Pres ident Eisenhower ' s Comm .ssion on Mational 
Goals which presented its findings in a 1!>60 report, Goals fo r 
Americans . ^ Among the report's 25 educational goals was a call 
for establishing more community colleges, expanding the 
production of PhDs, state planning of higher education, low 
interest loans for college construction, fellowships for 
graduate students, and increased funds for student loans. * 
Although the goals were not expressed in so many words, the 
proposed creation of a vast new network of community colleges 
as well as an expanded and upgraded system of four-year 
colleges suggested simultaneous pursuit of the goals of 
improved quality and wider access. 

Some progress was achieved during the first half of the 
1960s in reducing the financial barriers to college attendance. 
Several leading states developed their own financial aid 
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programs uhirh later becomes models for federal pi-ograms.io 
l^rosident Johnson's War on Poverty legislation in 1964 led to 
creation of the Work Study Program and to special grants to 
help minority students attend college. Additional impetus for 
equity came with passage in 1965 of the Higher Education Act, 
wh;ch provided through the commercial banks a system of 
subsidized loans for college and :.niversity students. Despite 
these advances, the total resources devoted to student aid were 
still qui te smal 1 . 

1967-68 to 1.912:Jji^-_Pur suit _oL Equity 

As this period began, new forces were alreadv pushing for 
greater equality of opportunity. As concern mounted o^e^ the 

talent loss' resulting from financial barriers to attending 
college, people became increasingly conscious of the poverty 
problem. In addition, the pressures growing out of the civil 
rights movement focused new attention on issues of inequality. 
Taken together, these forces quickly pushed concerns about 
quality into the background. 

The opportunities inherent in these developments were 
quickly recognized by Clark Kerr who was then organizing the 
Carnegie Commission on Higher Education, and he crystallized 
them in an influential chapter in the 1968 Brookings 
Institution volume Agenda for a Nation . ^ ^ Kerr outlined siv 
ma.)or issues facing higher education in the 1970s. These 
included the quest for greater equality of educational 
opportunity, the problems of financing higher education in view 
of rising costs, the likelihood of extensive use of new 
"technology" in learning, the continuing shortages of PhDs and 
MDs, the need for metropolitan universities to develop an urban 
focus, and the special financial difficulties of black, liberal 
arts , and state co lieges. 

To deal wi th these problems , Kerr pushed for federal 
solutions through federal funding. This approach no doubt 
reflected the successes of higher education over the previous 
decade in garnering federal support for research, college 
buildings, and special equipment. Vet it also marked a 
significant departure from the traditional combination of 
financial suppo r t - - t u i t i on from students and their parents, 
state and local tax revenues for public institutions, and 
voluntary support for private institutions. Rather than push 
onlv for institutional support, Kerr called for an expanded 
program of student financial aid that would rise ti ^15 billion 
dollars annually by 1 976. \ third of this total would j>rovide 
continued support for research; another third uould underwrite 
a system of need-based student financial aid grants; and the 
remainder uould go for construction institutional support, 
special programs, and medical education. 

This report was followed within a year by two sets of 
detailed proposals. One was issued bv Kerr ' s Carnegie 
Commission on Higher Education* ^ and the other emanated from an 
Advisory Task Force -roated by the Department of Health, 
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Education, and Welfare under the airection of Alice Rivlin, 
then Assistant Secretary for Health, Education, and Welfare. 
These reports proved to be surprisingly similar in their 
recommendations, calling for a federally financed system of 
need-based student financial aid grants, direct institutional 
grants tied to the number of students receiving support, and 
various related proposals to deal with special needs. Both 
reports made considerable effort to justify their particular 
recommendations, to estimate their costs, and to assess their 
likely effects. It is clear that these recommendations 
constituted a package, with student aid as the centerpiece of 
an integrated set of proposals whose goal was to promote 
greater equal it y of educat ional opportun i t y . 

Meanwhi le , economists were turning their attention from 
human investment to issues of poverty, income distribution, and 
the income distribution effects of public programs. Their 
studies showed that prevailing policies had the effect of 
direct ing the bulk of higher education subsidies to youths from 
high and middle income families rather than lower income 
families, thereby disputing the conventional wisdom.^* These 
findings accentuated the desirability of need-based student 
financial aid programs to help offset financial barriers to 
college attendance . 

A federal student financial aid system finally emerged in 
1972 with passage of the Basic Education Opportunity Grant 
IBEOG) program which provided grants to students based on their 
financial need.*^ xhe program was phased in over a four year 
period beginning in 1973-74 and covering all undergraduates by 
1976-77. This program completed the erection of a federal aid 
system relying on a combination of grants, loans, and work- 
study programs to help youths from lower income families 
overcome the financial barriers to college attendance. 

1972-73 to 1980-81--Con3olidat ing Equity Gains 

The period from 1972-73 to 1980-81 was one of increased 
difficulty. Throughout this period colleges and universities 
continued to grapple with a myriad of problems associated with 
student unrest that had begun in the late 1960s, calls for 
educational reform, pressures of increased enrollments, growing 
proportions of women and minority students, and changing 
preferences among students in their major fields of study. The 
trickle of literature on these and related developments swelled 
into a vast torrent, fed in part by the Carnegie Commission's 
recruitment of legions of scholars to examine every facet of 
higher education . 

Meanwhi le, many institutions experienced difficulty 
maintaining support for instruction as economic growth sl'^wed, 
episodes of sharp inflation occurred, and other social programs 
gained favor. Constant dollar declines in support for students 
occurred in many states, even though nationally per-student 
appropriations actually increased. This apparent discrepancy 
resulted in part from public expectations that higher education 
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could help solve a wide array of social problems--including 
health, poverty, and the environment — and from increases the 
numbers of ad:nin is t rat ors needed to assure accountability. In 
addition, the financial squeeze on many state budgets slowed 
the flow of resources to higher education even though 
enrollments were steadily rising. 

The creation of the need-based student grant system in 
1972 meant the realization of a goal first proposed by Truman's 
Zook Commission almost a quarter of a century earlier. But 
this did not mean that everything went smoothly. The less 
buoyant economy ot the 1970? coupled uith several sharp bursts 
of inflation produced increased stress within higher education 
and between it and its outside constituencies. For example, 
middle income families, finding that their children could not 
qualify for Pell ( forme _-ly BEOG) grants, pressured Congress ro 
give them gre Ler access to student loans. The result was 
passage of the 1978 Middle Income Student Assistance Act* « 
which eliminated the requirement that students must demonstrate 
financial need to be eligible for financial aid from the 
subsidized GuaranteeH Student Loan program. Borrowing expanded 
rap?.dly, and soon loans displaced grants as the most common 
form of student aid. 

The large-scale movement of middle income students into 
the ranks of aid recipients also bocame a focus of controversy. 
Examples became commonplace of middlv^ income students buying 
cars or purchasing high-interest-bearing certificates of 
dfcoosit with the proceeds of their heavily subsidized student 
lor . rather than using the money to pay for education. On a 
broader scale there uere rumblings about whether America had 
caught the "British Disease" whioh conjured thf- image of public 
programs exhausting their ability to assii.-;t gei\uinely needy 
people but becoming increasingly inefficient h/ including 
\irtually everyone. At the same time there ut.s a dt-^^e I op i ng 
sense that go\prnment regulation of higher euuration had become 
overly burdensome and inefficient. 

Despite these problems the period reflected efforts to 
consolidate the gains already made and to work out the 
inevitable difficulties associated with the new student aid 
program. It culminated with the Fall 1980 reatithor i zat inn of 
student aid programs which called for a sizeable expansion of 
grants and loans that would give these programs a prominent and 
presumably secure place in the nation's array of social 
programs . 

1980-81 to the Present--Renewed Emphasis on Quality 

The election of 1980, which brought the Reagan 
administration and a Republican majority to the L.S. Senate, 
marked an abrupt shift from an almost exclusive foous on equity 
to one emphasizing economic and political reform. The election 
campaign and its aftermath drew attention to double-digit 
inflation, the need to cut federal spe iding and taxes, 
deregulation, and the desire to enhance U.S. competitiveness. 
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It also drew attention to declining SAT scores, increased drug 
problems in the schools, and growing illiteracy. Most 
importantly, it downplayed the role of federal policy in 
attempt to solve these problems. These changes are 
documenteu by Whitt, Clark, and Astuto^"' who found a sudden 
shift of policy focus after 1980 from concerns about equity to 
concerns about related issues su h as academic performance and 
institutional improvement; they also found a public consensus 
in support of this shift. 

Student financial aid, the major avenue of federal support 
for higher education , came under sharp attack in 1981 with 
Senate-led efforts to substantially reduce appropriations for 
grant and loan programs. Two important changes were enacted, 
the re-establishment of income requirements in the Guaranteed 
Student Loan program, essentially recession of the MISAA, and 
the elimination of Social Security education benefits. 
Thereafter, a bipartisan consensus in the Congress prevented 
f ur ther cuts . ^ ® 

A Reagan administration initiative, aimed at improving the 
quality of fducation, began to gain public support at the same 
time cuts in student aid were halted. An agenda took shape in 
a series of national reports focusing on elementary and 
secondary education.^' The best known of the reports, A Nation 
at Risk , ' Q renounced preexisting policies as leading to 
economic, political, and social decline. It exhorted educators 
and the general public to develop new performance standards in 
the schoc ' s aimed at improving the nation's competitive 
position. Other similar reports were less dramatic but 
generally supported the need to raise educational standards. 21 

Shortly thereafter a similar series of reports be^''an to 
appear which focused on higher education. 2 2 These reports 
called for renewed emphasis on quality, a sharpened focus on 
institutional missions, and greater attention to student 
learning. Pressures to monitor quality in higher education 
continue to mount, just as they did earlier for elementary- 
secondary ec2ucat ion . 

It IS too soon to tell whether efforts to enhance the 
quality of educi.tion will be effective. However, it is clear 
that recent calls for improvement have yet to result in new 
infusions of resources similar to whose occurring in previous 
erps (e.g., the Truman era GI Bill, the Sputnik period, the 
rapid enrollment expansion of the 1960s, and the significant 
expansion of need-based financial aid in the 1970s). As in 
previous periods, several recent national reports call for new 
resources. As yet, federal and state governments have shown 
little inclination to respond. Instead, attention has been 
focused largely on new demands for accountability in using 
existing resources. 



The Analysis 



Having established the time periods for this analysis, we 
turn to the data in hopes of learning whether the changing 
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polit ical-social-^ -onomic conditions and the accompanying 
mandates embodied xn commission reports exerted any lasting 
effect on higher education. We . irst describe the changing 
dimensions of the naUon's investment in higher education 
institutions. We thtP examine higher education expenditures in 
an effort to highlight major trends and reveal the interplay 
between the external and internal forces affecting the 
allocation of resources within the higher education sector. 
This information paves the way for measuring the burden of 
higher education costs and the way these costs are shared among 
students/parents, state an-' local taxpayers/private donors, and 
federal taxpayers through the provision of student financial 
aid. 

We rely largely on official data from the Department of 
Education and its predecessor, the U.S. Office of Education. 
Because of changes in the data collection systems as well as 
periodic alterations in the definitions of expenditures and 
revenues, the detailed data are not completely comparable over 
thp 40-year period under study. 2 3 Nonetheless, the broad 
categories employed here are consistent. We do caution readers 
that this analysis for all of higher education hides 
differences between public and private sector institutions as 
well as among universities and four-year and two-year 
inst i tut i ons . 2 ^ 

Enrollm ent Growth . Enrollment growth is described by two 
different sets of data. One is total enrollment, for which the 
data are readily available. The other is full-time equivalent 
(FTE) enrollment, which must be estimated. As can be inferred 
from columns 1 and 2 of Table 1, full-time equivalent 
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enrollment as percentage of total enrollment has been 
declining. This decline results from the steady increase in 
the proportion of part-time students (column 3) which is 
attributable to several developments, the most important being 
the substantial increase of older students, those age 25 and 
over, who typically cannot attend full time. 

The enrollment growth figures (column 1) reflect the tidal 
wave-like effect of the baby boom as well as the increasing 
desire of adults either to begin or to return to college. 
Enrollments edged up only slightly from the late 1940s to the 
late 1950s, about doubled by the late 1960s, almost doubled 
again by 1980-81, and then increased at a much slower pace in 
the early 1980s. The continued enrollment increase in the 
1980s is at odds with many projections from the 1970s that had 
anticipated enrollment declines by the early 1980s. 25 p'pg 
full-time equivalent enrollment (column 2) grew more slowly and 
reflects the steadily rising proportions of part-time 
enrollments ^column 3), 

An appreciation for the implications of enrollment growth 
IS provided by examining head count enrollments as a percentage 
of the college age population (18-24) (column 4) and of the 
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adult population age 18 and above (column 5). The percentage 
enrolled among those age 18-24 rose steadily from 16 percent in 
1947-48 to 43 percent in 1984-85.26 xhe per:jentage enrolled 
among those age 18 and above rose from 2.6 percent in 1947-48 
to 7.2 percent in 1984-85. For both series the biggest 
relative gains occurred from 1957-58 to 1967-68 and from 1967- 
68 to 1972-73. As these data reveal, a substantial expansion 
in demand for higher education occurred, but its uneven rate of 
growth was heavily influenced by demographic forces. 

Total Resources for Higher Education. Providing for these 
ever growing numbers of students required raising substantial 
amounts of new revenue from taxpayers, private donors, 
students, supporters of research, and others who purchase 
services from Higher education institutions. Revenues and 
expenditures grew rapidly and at identical rates, as shown in 
Table 2. This is not surprising since the level of 
expenditures is conditioned by the amount of revenues 
availablei As Howard R. Bowen^ ? so aptly explains, higher 
education institutions are essentially nonprofit organizations 
which are forced to live within their available resources. At 
the same time they seek constantly to increase their revenues 
in order to better serve their students and society. 

More interesting for our purposes is the relationship 
between higher education's revenue growth and the economy's 
capacity to support higher education. This is illustrated in 
column 4 which shows total current fund revenues as a 
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percentage of gross national product; revenues averaged about 
one percent of GNP in the 1940s and 1950s, rose to slightly 
over two percent in the late 1960s, and then stabilized at 
about two and one-half percent of GNP in the 198Gs. These 
results demonstrate the close connection between enrollment 
levels and the proportion of the nat ion ' s total resources 
required to support higher education. This relationship 
prevails largely because funding formulas, at least in the 
public sector, give considerable weight to enrollments. 

Higher Education Expenditures . We shift our focu'^. now to 
current fund expenditures shown in Table 3. Total current fund 
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expenditures, column 1, increased from $1,883 million in 1947- 
48 to $92,211 million in 1984-85, an almost fifty-fold 
increase. The largest annual rate of increase occurred from 
1957-58 to 1967-68 when total expenditures increased three and 
one-half times; they then q-adrupled by 1980-81 and they 
increased again by about 50 percent in the final but 
appreciably shorter period from 1980-81 to 1984-85. 

These data on total current fund expenditures are not 
particularly helpful in understanding the impact of the 
developm^ints discussed earlier on the quality of education. 
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The reason is that total expenditures include funds allocated 
to carry out other activities, some of which are self- 
financing, that are not central to the instructional activities 
of colleges and universities. 

How do we construct estimates of what we have just 
referred to as instructional or instruction-related 
expenditures? Several categories of expenditures need to be 
excluded from total current fund expenditures to arrive at 
instruction-related expenditures. The first category includes 
activities that are self-financing, such as auxiliary 
enterprises (dormitories, etc.), hospitals, and related 
activities. Expenditures on these activities (column 2) grew 
at a somewhat faster pace in recent periods than did total 
expendi tures . 

A second category includes research expenditures, which 
are heavily financed by outside sources, and also public 
service expenditures. Research activity builds new knowledge 
which is Tsubsequent ly disseminated through classroom 
instruction and published journal articles and books. While 
research is an integral element in the mission oi higher 
education institutions, it is not directly related to 
instruction, especially at the undergraduate level. Research 
expenditures proved to be a substantial component of total 
expenditures and grew rapidly in the 1950s and 1960s. Since 
then the growth of these activities has slowed appreciably, 
however . 

A third category is institutionally-administered student 
financial aid expenditures, which also are not central to the 
instructional activity of institutions even though important to 
the attainment of other objectives. By way of illustration, 
student financial aid expenditures from institutional sources 
may affect the mix of students at individual institutions; and 
al?o overall enrollment levels, but beyond that, they are 
unrelated to instruction. Student financial aid expenditures 
administered through higher education institutions increased 
substantially, especially in the early periods. Of course, a 
more significant amount of financial aid--that provided largely 
through federal prograins--does not flow through institutions 
but rather is distributed directly to students through grant 
and loan programs. 

If we evclude each of these categories of expenditures by 
subtracting columns 2-4 from column 1 in Table 4, wp arri\e at 
something that can be identified as costs related to 
instruction, hereafter called instruction-related costs or 
expendi ture'. . 2 9 These costs represent approximately 60 percent 
of total current fund expenditures. 

Instruction-Related Costs , Tuition and Fees, and Student 
Aid. We now focus on the relationship between instructional 
costs, the charges students pay in the form of tuition and 
fees, and the amounts of financial aid received by students. 
For purposes of this analysis we take student financial aid 
represent efforts to promote equity and i ns t ruct i on-re lated 
costs to represent efforts to improve quality. Changes in 
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student financial aid relative to instruction-related costs 
represent an indicator of the tradeoff between equity and 
quality. Tuition and fees help to highlight the dimensions of 
this tradeoff. 

The data needed for this analysis are shown in Table 4 , 
columns 1-3, which highlight the growth of instruction-related 
expenditures, tuition and fee payments, and institutional 
administered student financial aid. Column 4 shows aid going 
directly to students and column 5 is the sum of columns 3 and 
4 . To make these data as comparable as poss ible over time, we 
incorporated our estimates of f inane ial aid provided through 
the veterans' program (the GI Bill) in 1947-48 and 1957-58.30 
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Sharing the Costs of Higher Education . The next step in 
the analysis is to show how the costs of higher education are 
shared. This is accomplished in Table 5 by rearranging the 
data from Table 4. Total instruction-related costs are shared 
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between students who pay tuition and fees, and state and local 
taxpayers and private donors (column 2) who make up the 
difference . 

Nonstudent payment rose from 1947-48 and then stabilized 
in the 65 to 67 percent range through 1980-81; the student 
share, which is the exact opposite of the nonstudent share, 
hovered in the 33-35 percent range from 1957-58 through 1980- 
81. By 1984-85, however, the gross student share had risen to 
38.0 percent. This change can be given two interpretations. 
One is that it was easy in light of the strong demand for 
education to increase revenue by raising the share paid by 
students. Another explanation is that the student share was 
forced up because of the slow growth of support from the 
nonstudent sector. \t this time we cannot discriminate between 
these two explanations. 

The gross share identified as paid by students is not 
really paid by them because of two offsets. One is 
institutionally administered student financial aid, which has a 
relatively minor impact because the am'^unts of such aid are 
small (column 4). The other and more i.nportant is financial 
aid that goes directly to students, mostly in the form of 
federal guaranteed loans and need-based grants. When these 
sources of aid are combined and subtracted from the student 
share, we observe a significant drop in the net student share 
(column 5). The net student share was negative in 1947-48 
because of the large infusion of educational benefits arising 
from the GI Bill. By 1957-58 the continuing effects of the GI 
Bill and other sources of aid were still sufficient to maintain 
the net student share near 7ero. 

By 1967-68 the net student share rose to rou^h ly one-hal f 
of the gross share. However, by 1972-73 dramatic effectr 
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I!?^ expansion of need-based student aid are 

\u ? ^u""^' student financial aid funds grew so 

rapidly that they exceeded total tuition and fee payments by 
students. This situatio.- oo'^*• ^ rvi-^^d ^>~r...^u. . . ^ 
that iQfln ai J --".--nue^ ^wruugnout tne la/Os so 

that by 1980-81 student axu exceeded tuition and fees by an 
even larger relative margin. But as a result of ncreases in 
tuition and fees during the first half of the ?980s? the neJ 
student share rose to 38 percent by 1984-85. a level still well 
below that of the late 1960s. 3 i szm well 

studJ?^ ^384-85, which show a rise in the net 

student share, hide the considerable efforts made by 
institutions to offset the slower growth of resources available 
to them from traditional sources (i.e.. state and local taxes 

?ncrel=rf' ^V"'^^ ' \ ^^^^^ fees were raised to help 

increase faculty salaries which had declined substantially in 

modern W^"' '° ^ ^ ""^e r tak i ng long-deferred maintenance and 

as computers? ^° -^-^e new technology such 

How Burdensom e Uere These Costs'' 

Nothing has been said yet about the burden of college 
attendance costs or the ability of students and their families 
to paj for higher education. One straightforward approach that 
avoids having to convert any of the data from nominal to real 
values to correct for price level changes is to comcare 
instruction-related costs with some comprehensive measure of 
the nation s capacity to finance higher education costs. 
Rather than working with the total dollar values we want to 
show how instructional costs per student compare with a similar 
measure of individual or personal capacity to pay. 

Because gross national product (GNP) provides such a 
convenient and well-understood measure of aggregate capacity to 
pay, we use GNP per member of the civilian labor force, as a 
comparable measure of individual capacity to pay. GNP is 
preferable to other widely used measures because it reflects 
the value of all goods and services produced in the economy; it 
can also be related more directly to overall comparisons of 
higher education revenue with GNP. as shown in Table 2. ■■.sing 
GNP per member of the civilian labor force gives us a meas.-re 
of the resources produced by the average person, including 
those who want jobs but are unable to find them. It can 

lei^h^r"""? ''IT'^ r reflecting the capacity of the average 
member of the labor force to provide tax and nontax supporv for 
higher education. aujj[jur i. lor 

This approach contrasts with studies of ho> ^-imilies meet 
the nontax costs of college. Such c^tudi-s '.-.piraUv u^e famiU 
income or disposable personal in -me measures. Tho" .noas,:re > - 
use here IS also prrfr^ablo to per capita mnasurn.. .h am 
aistorted by the^r "sensitivity to demo^raphi,- .l>ifr. rf 
particular important, for this analysis is rho .^han-p in t'.,. 
dependency ratio uh, h o.,nrr..ts tho nonworkmg t r, .^.H.,-;?" 
popu.at'.on. rhP nonuorlMng population has changed 
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substantially over the past 40 years, reflecting not only 
altered patterns of labor force behavior among the older 
population but also shifts in the child and youth population. 
The latter group was relatively small in 1947, increased 
massively over the next several decades as a result of the baby 
boom, and gradually diminished in size during the late 1970s 
and early 1980s. Put another way, changes in per capita GNP 
include those very effects we are trying to identify. 

The two measures we have selected, instruction-related 
costs per student and GNP per member of the civilian labor 
force, aro shown in the first two columns of Table 6. We then 
show in columns 3-7 several measures of costs as a percent of 
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the GNP measure to highlight relationships among the level of 
instructional costs, who pays for them, and how financial aid 
affects the student share of these costs. 

We observe that instruction-related costs per student as a 
percentage of our GNP measure rose through 1967-68, declined 
through 1980-81, and then ro5ie again to 7.3 percent (column 3). 
The nonstudent share of costs as a percentage of the GNP 
measure increased through 1967-68, declined through 1980-81, 
and increased only modestly since then (column 4). In other 
words, as instruction-related costs rose since 1980-81, the 
share of instructional costs provided by traditional sources of 
suppor t--state and local taxes as well as voluntary support-- 
did not respond significantly, rising by only 0.3 percentage 
points. However, the gross student share, reflected hy tuition 
and fees, after remaining constant from 1972-73 to 1980-81 
increased hy 1.2 percentage points to its 1984-85 level of 7.3 
percent (column 5). In short, the increase in instruction- 
related costs was had to be met largely by higher student 
charges . 

What students actually pay, however, differs from the 
gross student share, as already noted. Institutionally- 
administered aid reduces the student share as a percentage of 
our GNP measure (column 6!. This share has remained 
approximately constant since 1957-58, varying within the narrow 
range of 4.8 to 5.5 percent (column 6). From 1980-81 to 1984- 
85, the student share rose from 5.0 to 6.0 percent, increasing 
by about as much as the increase of 1.2 percent in the gross 
student share (column 5). This means that institutionally- 
administered aid rose enough to largely offset the rise in 
tuition and fees. 

Column 7 tells the important story of the effects of the 
greatly increased amounts of student financial aid, both 
institutionally-administered aid and also direct aid, which is 
provided largely by the federal government. The net student 
share starts out negative in 1947-48 because of the GI Bill. 
By 1957-58 the percentage had turned positive but was still 
much lower than the gross student share because veterans still 
received GI Bill benefits. The 1967-68 share comes close to 
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representing the pre-federal aid era inasmuch as the amounts of 
guaranteed student loans, work-study aid. and supplementary 
educational opportunity grants were still quite small--these 
programs had been in operation no more than a year or two. 

The substantial growth in student aid between then and 
1972-73, the year before the BEOG program took effect, is 
illustrated by the drop in the net student share to -1.0 
percent. Put another way, total student aid in 1972-73 fo- the 
first time since 1947-48 exceedfrd total tuition and fees. With 
the subsequent expansion of the BEOG program and the relaxed 
standards applying to federal grant and loan programs as a 
result of the 1978 Middle Income Student Assistancr Ant, 
student aid resourcp.s expanded greatly. The net student share 
in 1980-81 once again exceeded total tuition and fees. 

The most recent period is of speeial interest. Tuition 
and fees grew more rapidly than total student aid; tuition and 
fees per student as a perrent of ONP per membpr of the eivilian 
labor forre rose by 1.3 percentage points whereas the net 
student share paid increased by 2.3 percentage points. 
Institutionally administered aid increased by 1.0 percentage 
points; had this increase not occurred, the net student share 
would have increased even more than it did. As noted before, 
because institutionally admimsterpd aid largely offset tuition 
increases, the source of the increase in the net student share 
IS the considerably slower growth of other student aid, 
principally federal aid programs. 

One interpretation of what happened is that 
institutionally administered aid grew more rapidly to 
compensate for the slowe growth of federal aid. Such aid 
could grow more rapidly because institutions were able to 
attract more re^*enue, largely through tuition increases. These 
revenues could be used, in turn, to help finance student aid. 
What remains most striking is that the net student share at 0.7 
percent in 1984-85 is less than 10 percent of the gross share. 

This leads us to ask what caused i n s t rue 1 1 on- re 1 a ted 
expenditures to rise so sharply (by 1.4 percentage points) fr-)m 
1980-81 to 1984-85. A key factor x>as the need to raiso faculty 
salaries that had lagged seriouslv throughout the 1970s. Early 
in the 1980s it became evident that higher salaries were 
required to attract young people into the academic profession 
and t -) retain faculty members who were becoming in. reasinglv 
P'^^ceptive to outside offers, particularly for nonat^ademic .jol,s. 
At the same time thp costs of goods and servic^-s had escalated 
rapidly because of the largely unanticipated pricp increases if 
the late 1970s. In addition, mamtenante e-jpond i t ures that harj 
been deferred because of the ti^ht hudfi[ets of the 1:)70> \ee.1tMl 
to be made. 

For ill these reasons, i nst i t )Jt i :^ns found it necessary to 
augment their funds to offset thec^. ,^ost increases. It proved 
to he easier to pass on these costs to students via increased 
tuition and fee charges than to win substantial additional 
support from traditional sources, state and local taxpavers and 
privp-e donors. The depressed state of the economy reflected 
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by the relative stability of real GNP through much of the early 
1980s made it difficult to generate additional revenues from 
these traditional sources. Student demand, however, continued 
to be strong as a result of the growing concern about getting 
jobs by the last cohorts of the baby boom. Of the additional 
funds raised through increased tuition, a considerable portion 
appears to have been reallocated to institutionally- 
administered aid in an effort to combat the adverse effects of 
rising tuition on lower income students. 

One other important explanation needs to be mentioned. 
Higher education institutions, often in response to state 
mandates to improve the quality of education, argued thai- 
tuition increases were required to improve the quality of 
education they were providing. By paying higher salaries to 
attract and retain better faculty members, updating equipment 
and facilities, and adapting new technology to the classroom, 
institutions believed they were improving quality. Most 
institutions would have preferred to find other ways of 
absorbing these costs, but state governments resisted the 
alternative of increasing their appropriations for higher 
education. As yet, increased state and local support as well 
as larger contributions from the voluntary sector have not 
materialized. Thus, most of the increase in per FTE student 
instructional costs (from 17.7 to 19.1 percent of GNP per 
member of the civilian labor force) is accounted for by 
increases in tuition which, as already noted, were offset to a 
considerable degree by increases in institutionally- 
administered aid . 

In showing how the gross student share of the costs is 
altered by taking into account student aid, we recognize that 
such aid is intended to offset more than tuition and fees; it 
also goes to help pay for the not insignificant nontuition 
costs of higher education which include books, room and board, 
and incidental expenses. We are not arguing that student 
financial aid funds should have been given either to students 
or institutions to pay the costs of tuition and fees. Rather 
our purpose has been to dramatize the magnitude of increased 
student aid funds and to show how the relative emphasis on 
investing in quality versus equity has altered the overall 
effect of aid on the gross student share of costs . 

We conclude that federal student financial aid funds 
provided a powerful injection of new resources into the higher 
education system. By 1980-81 these funds exceeded total 
tuition and fees. Though total student aid increased more 
slowly from 1980-81 to 1984-85, it continued acting as an 
important offset against the rising costs of instruction. 
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It is clear that the substantial rise in college 
enrollments over the past forty years required additional fundi 
to provide instruction-related services. Aggressive efforts 
were made by college-, and universities to increase current 
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revenues to purchase the inputs required to providp these 
services. In fact, instruction-related expenditures, 
tuition/fees, and student financial aid all rose substant i al 1 v 
from the late 1940s to the early 1980s. Yet the gross student 
share of instruction-related costs paid by students through 
their tuition and fees payments after peaking in 1967-68, 
remained relativf^y constant in the 1970s and then increased 
significantly by 1984-85. After taking student financial aid 
funds into account, houever, we find that the n-^ student share 
dropped substantially because of the infusion of over larger 
amounts of fpdprnl fund^^ fr^m 1987-68 to 1980-81. However, as 
the growth of fMd^ral aid support slowed, in the early 1980s, 
the n^t student share rose. 

At the same time the relative resources allocated to 
instruction-related cor^ts and student financial aid changed in 
a systematic u-ay . The former costs expressed relative to our 
GNP measure rose steadily to 1967-68, dropped off through 1980- 
81, and have since increased, reflecting renewed attention to 
quality. The net student share relative to our GNP mpasure 
moved in similar fashion, in line with the focus on qualitv 
through the 1950s and early 1960s, then shifting to pick up the 
heavy focus in equity through the 1970s, and moving in the 
early 1980s consistent with the renewed emphasis on quality. 

The experience of this recent period needs to be 
interpreted carefully because a larger proportion of 1980-81 as 
contrasted to 1984-85 student aid was not targeted on low 
income students (i.e., nonneed based guaranteed student loans 
were widespread in 1980-81 but had been eliminated by 1984-85). 
For this reason the rise in student aid resources from 1972-7,'H 
to 1980-81 and the decline from 1980-81 to 1984-85 may 
exaggerate somewhat the effect )f student financial aid in 
reducing financial barriers to college attendance among 
students from lower income families. 

The usefulness of the periods employed in this analysis 
derive from their ability to differentiate among changing 
social goals. These goals for the most part refh ted offorts 
to resolve problems outside of higher education. Howe\er, for 
higher ed\jcation these goals were translated into .'ssenrially 
two alternating mandates: to improve quality and to impro\c 
equity. We do discern the pendulum effect mentioned earli'^r. 
The net student share of instructional costs diminishes as 
equity concerns dominate, as from 1967-68 to 1980-Hl, and then 
increases again when greater attention is given to quality, as 
occurred from 1957-58 to 1967-68 and from 1980-81 to 1984-8r. 
It IS important to note that each suing, e\cept the one 
currently in progr*^ss, was dominated by increases la tax 
revenues--state and local revenues in periods that ompn.isize 
quality and federal revenues m periods that emphasize equity. 
The c\Jrrent swing toward q\jality is being financed largelv 3t 
the expense of equity, with the greatest change showing in the 
net student share. If it is correct to assume that increased 
investment in either quality or equity has some perceptible 
effect, the reliance on tuition revenues since 1980-81 to 
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finance improvements in quality promises, barring increased 
support for higher education from nonstudent resources, to undo 
equity gains during the 1967-68 to 1980-81 period. 

What progress has been made in attaining the social goals 
for higher education? More specifically, what evidence is 
there that efforts to improve equity which dominated higher 
education financing between 1967-68 and 1P80-81 were effective? 
That our ability to gather and assess such evidence is 
primitive is demonstrated by the focus of most analyses on 
inputs (i.e., resources invested ) as opposed to observed 
effects on student abilities and behaviors . However , on equi ty 
it is clear that the net cost of college attendance for 
students with incomes low enough to qualify for student aid 
declined sharply in recent years; this in itself stands as a 
major accomplishment. In addition, evidence is mounting that 
while student aid does not appear to have substantially altered 
the composition of college enro 1 Iments , ^ ^ income no longer 
predicts the lack of persistence in college. ^3 

The paradox of the significant lack of change in the 
composition of enrollment and in persistence is plausibly 
explained by the high degree of overlap between being poor and 
the most powerful current predictor of failure to attend or 
persist, namely academic performance in elementary and 
secondary school. With the current emphasis on quality this 
explanation offers hope that efforts to improve quality will 
also serve to improve equity if the academic performance of lo^v^ 
income students improves. This would make student financial 
aid more effective in the long run as a means of assuring 
equitable access to higher education. On the other hand, if 
efforts to improve quality continue to rely as heavily as they 
do currently do on revenues from tuition and fees, it may well 
be that low income will become an important predictor of low 
persi stence . 

The implications of this research for public policy are 
that long term gains from efforts to improve both quality and 
equity are unlikely, unless progress toward removing financial 
barriers is maintained, and unless nonstudent sources of 
funding (e.g. state, federal, and private) increase to finance 
improvements in qual i ty . 

Conversely, long term gains are not likely to result if 
advocates for equity see appropr iat i ons for student aid as the 
sole indicator of progress. Also important is the need to 
improve the academic performance of low income students before 
they reach college. Increases in student financial aid beyond 
what is needed to eliminate income as determinant of entering 
into college and as a predictor of persistence are likely to 
result in inefficiencies which in the long run could erode 
political support. On the other hand, improvements in the 
academic performance of students from low income backgrounds in 
elementary and secondary schools, offer legitimate grounds for 
future increases in student financial aid funding. 
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above increased, the rise in the college-going rate is somewhat 
overstated. 

27. Howard Bowen , The Costs of Higher Education (San Francisco: 
Jossey-Bass , 1980 ) . 

28. For other recent studies of expenditures, see Joseph 
Froomkin, "The Impact of Chan;iing Levels of Financial Resources 
on the Structure of (oilege and Universities;" Paul T. Brinkman 
and Dennis P. Jones, "Colleges and Universities Adjustment to 
Changing Financial Enrollment and Structure Implementations of 
Institutional Adjijstment Strategies" presented at the National 
Scfence Foundation Conference, July 29, 1986; and Durward Long, 
"Fjnanning Public Universi ti es and Colleges in the Year 2000," in 
Leslie W. Koepplin and David Wilson, eds . , The Future State of 
U niversities: Issues in Teaching, Research, and Public Service 

! \ew Brunswick, VJ: Rutgers Uni\-ersity Press, 1985). 

29. Note that this is not the same as what the institutional 
expenditure data label as "instruction," which is defined much 
more narrowly. 

30. We did this by including in total tuition and fees (column 
2) that part of the tuition and fee charges paid directly by the 
federal government for World War II veterans attending college 
under the GI Bill. A special allowance to defray the costs of 
expanding capacity to accommodate the enrollment of these 
veterans was deducted before adding in the tuition and fees that 
veterans would have paid if all of their GI Bill benefits had 
gone directly to them. For this reason we m\jst think of this 
portion of tuition and fee charges as a form of student aid i?oing 
directly to students. This approach is consistent with the 
tradition since then providing federal aid, for the most part, 
directly to students uho can be viewed as using some part of 
their aid funds to pay tuition and fee charges. 
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31. The shares for 1980-81 should be viewed with some caution 
because they reflect more than the equity effects of higher 
education finance. At that time Guaranteed Student Loans were 
awarded without regard for financial need, and hence many middle 
income and even upper income students took advantage of the 
favorable borrowing opportunities this program afforded. This 
inflated the student aid total but by how much is not clear. 

32. See W. Lee Hansen, "Economic Growth and Equal Educational 
Opportunity," in Edward Dean (ed.), Education and Economic Grow th 
(Cambridge, MA: Ballinger, 1984); Gregory A. Jackson, Workable . 
Comprehensive Models of College Choice (Cambridge, MA: Harvard 
University Final and Technical Report Contract ?NI E-R-400-83-0055 ) . 

33. See Jacob 0. Stampen and Alberto F. Cabrera, Exploring the 
Effects of Student Aid on Attrition. Journal of Student 
Financial Aid . 16(2). pp. 28-40; Paul Brinkman, Sandra Baum, i 
Saul Schwartz, "Financial Aid to Low Income Students: Its 
History and Prospects," mimeo, Institute for Poverty Research, 
University of Wisconsin-Madison, 1987. 
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Table 1 



Enrollment in Higher Education Institutions 



Vear 


Total Head 


PTE Enrollment 


Part Tim^ 




rieaci uount 




Count 


Estimated 


a Percent of 


Enrollment as 


Enrollment as a 




Enrollment 


( in thousands ) 


HpaH Cnunt 




nercent. oi 




( in thousands ) 




Enrollment 


18- to 24-Year- 


Population Age 




(c< 


(col. 2) 






i o anci ADOve 




(col. 3, 


(col. 4) 


(col. 5) 


1947-48 


2.616 


2,222 


22 


16 


2.6 


1957-58 


3,068 


2,395 


33 


20 


2.5 


1967-68 


6,912 


4,591 


31 


29 


5.4 


1972-73 


9,298 


6,973 


34 


36 


6.4 


1980-81 


12,097 


8,819 


41 


41 


7.4 


1984-85 


12,242 


9,059 


41 


43 


7.2 



Sources ; 
Column 1 



Column 2 



Column 3 



Column 4 
Column 5 



Historical Statistics of the United States, Colonial Times to 1970 . Series H 
316-326, p. 210. Statistidl Abstract of the United States . 1970. Table 185, 
p. 132; 1981, Table 266, p. 158; 1985, Table 252, p. 150. Fact Book. 1986-87 . 
American Council on Education, Msicmillan Publishing Company, 1987. 

Fact Book, 1980-81 . .American Council on Education, Macmillan Publishing 
Company, 1980. Fact Book, 1984-85 , Amei'ican Council on Education, Macmillan 
Publishing Compeiny, 1984. 

Calculated using part-time enrollment data. Pre 1980-81 part-time enrollment 
estimated from data in June O'Neill, Resource Use in Higher Educat ion, 
Carnegie Commission on Higher Education, 1971. 1980-81 part-time enrollment 
from Digest of Educational Statistics . 1985-86, p. 101 and Fact Book, 1984-85 , 
American Council on Education, Macmillan Publishing Company, 1984. For 1984, 
Sep Fact Book 1986-87 . Macmillan Publishing Company, 1987.^ 

Calculated using age 18-24 population from U.S. Bureau of the Census. 
Series P-25, Nos. 311, 519, 704, 721, 800. 

Calculated using Total Population from U.S. Bureau of the Census. 
Series P-25, Nos. 311, 519, 704, 721, 800. 
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Table 2 



Total Current Fund Revenues and Expenditures for 
Higher Education Institutions and Gross National Product 
and Annual Percentage Rates of Increeise 

Total Current Gross National Total Current 

Fund Product Fund Revenues as 

Expenditures (in billions) a Percent of GNP 
(in millions) (in percent) 

(2) (3) (4) 



1947-48 


S2,027 


$1 ,883 


$235 




% Annual Change 


9% 


9% 


7% 




1957-58 


4,641 


4,509 


451 


1.0% 


% Annual Change 


14% 


14% 


6% 




1967-68 


16,825 


16,566 


816 


2.1% 


% Annual Chauige 


9% 


9% 


8% 




197 2-73 


26,234 


27,956 


1,213 


2 . 2'/a 


% Annual Change 


12% 


12% 


11% 




1980-81 


65, 585 


64,053 


2,732 


2.4% 


% Annual Chamge 


9% 


9% 


8% 




1984-85 


92,472 


89,951 


3,663 


2.6% 



tear Total Current 

Fund Revenues 
( in millions) 

(1) 



N otes ; GNT data are for calendar year in which academic year V^egins. Total current fund 
revenues and expenditures for 1984-85 were adjusted to be comparaole to the earlier data by 
subtracting Pell Grant receipts and expenditures. 



Sources : 



Columns 1 or 1947-48, 1957-58 and 1967-68 see, Historical StatJ sties, Colonial Times to 

and 2 1970, Series H 716-727, p. 384. For 1972-73 see L.S. Departjnent of Education, 

Center for Education Statistics, "Financial Statistics of Institutions of Higher 
Education," and "Fall Enrollment in Colleges and Universities" surveys (November, 
1986) and U.S, Statistical Abstract . Table 273, p. 166 (1978). For 1980-81 see 
Digest of Educational Statistics . 1985-86, Treble 137, p. 154. For 1984-85 see 
"Revenues and Expenditures of Institutions of Higher* Education, Fiscal Vears 
1983-85," OERI Bulletin 2/87, CS87-327B; also, see note to column 1 of Table 3. 

Column 3 Economic Report of the President, 1986. 

Column 4 Calculated as indicated. 
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Table 3 



Major Components of Current Fund Expenditures for Iiigher Education 
Institutions and Annual Percentage Rates of Increase 
(Millions of Dollars) 



Year 


Tot'iJ Current 

Fund 
Expend i tures 

(1) 


Auxiliary 
Enterprises, 
Hospitals 

(2) 


Organized 
Research and 
Public 
Service 
(3) 


Institution- 
ally Adminis- 
tered Student 
Financial Aid 
(4) 


Instruction- 
Related 
Expenses 

(5) 


1947-48 


81,883 


S492 


$230 


S40 


51,162 


?» Annual Change 


9% 


5% 


15% 


11% 


9% 


1957-58 


$4,509 


S775 


$903 


8113 


$2 , 701 


% Annual Change 


14% 


11% 


14% 


22% 


14% 


1967-68 


$16,566 


$2,307 


$3,312 


$712 


$10,235 


% Annual Change 


9% 


17% 


2% 


8% 


9% 


1972-73 


$27,956 


S5 , 555 


$3,065 


$1,322 


$18,014 


% Annua] Change 


12% 


12% 


10% 


9% 


11% 


1980-81 


$64,053 


$12,721 


$8,973 


$2,505 


$39,854 


% Annual Change 


9X 


12% 


4% 


10% 


9% 


1984-85 


$89,951 


$19,899 


$10,413 


$3,670 


$55,969 


Notes: 



Column 1 see note for column 4. 

Column 2 includes Auxiliary Eiiterprises, Hospitals, and Independent ()perations. 
Column 3 includes Organized Research, Public Service and Extension. 

Column 4 includes Student Financial Aid/Scholarships and Fellowships. For 1984-85 excludes 
^el] Grant funds which prior to 1984-85 were not included in "scholarships and fellowships" 
category or on total current fund expenditures. 
Column 5 includes column 1 less the sum of columns 2-4. 



Sources : 

For 1947-48 see. Historical Statistics, Colonial Times to 1970 , Series H 716-727, p. 384. 
For 1957-58 see, op. cit. 

For 1967-68 see, op. cit.; column 3 from Digest of Educational Statistic s. 1985-86, Table 
142, p. 162. 

For 1972-73 see, U.S. Statistical Abstract . Table 273, p. 166 11978). 
For 1980-81 see, Digest of Educational Statistics . 1985-86, Table 137, p. 154. 
For 1984-85 see, "Revenues and Expenditures of Institutions of Higher Education, Fiscal 
Years ..^83-85," OERI Bulletin 2/87, CS87-327B. 
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Table 4 



Instrv-ction-Related Expenditures, Tuition and Fees, 
Receipts and Student Financial Aid Funding 
(Millions of Dollars) 



Vear 


Total 


Tuition and 


Institution- Other Student 


Total 




Instruction- 


Fees 


ally Adminis- 


Financial 


Financial 




Related 




tered Student 


Aid* 


Aido 




Expendi tures 




Financial Aid 








(1) 


(2) 


(3) 


(4) 


(5) 


194 /-48 


SI , 162 


$670<^ 


S40 


$1,0370 


Si, 077 


Annual Change 


9% 


3% 


11% 


-9% 


-7% 


195 /-DO 


2,701 


934 


113 


451 


565 


% Annual Change 


14% 


14% 


20% 


6% 


11% 


1967-68 


10,234 


3,380 


712 


821 


1 ,651 


% Annual Change 


12% 


12% 


13% 


43% 


30% 


1972-73 


18,014 


6,011 


1.322 


4,871 


6,193 


% Annual Change 


10% 


11% 


8% 


13% 


14% 


1980-81 


39,854 


13,773 


2,505 


14,842 


17,347 


% Annual Chauige 


9% 


12% 


10% 


1% 


3% 


1984-85 


55,969 


21,283 


3,670-- 


15,458 


19,128 



Notes : 



« For 1947-48 and 1957-58 data are not available on student aid from srate c3ind lora] 
governinents, the federal goxernment excluding veteran's educational tjenefits, ;ind from the 
voluntary sector, 

^ Because we were unable to apportion student financial aid bet. een t^he proprietary sector 
and the nonprofit sectors, the totals overstate the amount of financial aid available in 
the nonprofit sector. The e^ffect of this exclusion is probably most important in 1980-Hl 
and 1984-85. For example, students attending proprietary institutions in 1980-81 received 
approximately 10 percent of the combined total of Pell grants and rampus-based aid. (See 
Gillespie and Carlson). 

<^ Includes the $365 m, in tuition and fe^s paid by the federal govemmpnt on b-half of 
veterans, 

^ Includes the 365 m. in tuition and fees paid by the federal government on behalf of 
veterans, as if their educational benefits had been paid directlv to them (see endnure 
530). 

* Excludes Pell Grant Funds which prior to 1984-85 were not included m ''scholarships and 
fellowships" category of institutional expenditures. 
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Sources : 



Column 1: is taken from column 5 of Table 3. 
Column 2: same as sources for Table 3. 
Column 3: is taken from column 4 of Table 3, 

Column 4: 1947-48 and 1957-58 da a wer? estimated from information in 1948 €uid 1958 Annual 
Reports of the Veteran's Administration, U,S, Government Printing Office, 1967-68, and 
1972-73 data were estimated from information in papers by W. Lee Hansen and by Joseph Boyd 
in Trends in Postsecondary Education , Office of Education, 1972. Data for 1980-81 and 1984- 
85 represent the difference between columns 3 and 5. 

Column 5: is the sum of columns 3 and 4 except for 1980-81 and 1984-85. For these years the 
data are from Donald A. Gillespie and Lynn Quincy, Trends in Student Aid 1980-1986 , The 
College Board, 1986. 
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Table 5 



Sharing the Costs of Higher Education 
Percentage Shares of Total Instruction-Related Expenditures 



Year 



1947-48 
1957-58 
1967-68 
1972-73 
1980-81 
1984-85 



Total Nonstudent: Gross Student j Student Share Net Student 

Instruction- State-Local Share: j Net of Share: Net of 

Related Costs Taxpayers and Tuition and ] Institutionally All Financial 

Private Donors Fees I Administered Aid \id 

(II (2) (3) i (4) (5) 



100.0 



100.0 



100.0 



100.0 



100.0 



100.0 



42.3 
65.4 
67.0 
66.7 
65.4 
62.0 



57.7 
34.6 
33.0 
33.3 
34.6 
38.0 



43.7 



30.4 



26.1 



25.9 



28.3 



31.5 



-4.7 



2.3 



16.9 



-1.0 



-9.0 



3.8 



Sources : 

Column 1 Column 1 of Table 4 set equal to 100.0. 

Column 2 Column 1 of Table 4 minus Column 2 of Table 4 as a percent of Column 1 of 
Table 4. 

Column 3 Column 2 of Table 4 as a percent of Column 1 of Table 4. See notos to Tabl.? 

Column 4 Column 2 of Table 4 less Column 3 of Table 4 divided by Column 1 of Table 4. 

Column 5 Column 2 of Table 4 minus Column 5 of Table 4 divided by Column 1 of Table 4. 
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Table 6 



The Burden of the Costs of Higher Education 



Instruction-Related Costs Per PTE Student Relative to GNP Per 
Member of the Civilian Labor Force (m percent). 

Year Instruc- C^4P per Instruc- Nonstudent Gross Student Net Student 



tion- Member of t ion- 
Related the Civil- Related 
Costs Per ian Labor Costs 
FTE Force 
Student 



(1) 



(21 



(3) 



Sheire Student Share Net Share: 

(Total Share: of Insti- Net of All 

Instruc- Tuition tutionally Student Aid 

tion-Related &. Fees Administered 



Expendi tures 
Less Tuition 
& Fees 
(4) 



(5) 



Aid 



(6) 



(7) 



1947-48 
1957-58 
1967-68 
1972-73 
1980-81 
1984-85 



523 
1,128 
2,229 
2,592 
4,519 
6,178 



3,956 
6,741 
10,559 
13,943 
25,557 
32,273 



13.2 



16.' 



21.1 



18.6 



17.7 



19.1 



5.6 



10.9 



14.1 



12.4 



11.6 



11.9 



7.6 
5.8 
7.0 
6.2 
6.1 
7.3 



7.1 
5.1 
5.5 
4.8 
5.0 
6.0 



-4.7 



2.3 



3.6 



-0.2 



0. 



Sources : Biennial Survey of Education 

Financial Statistics of Higher Education 
Economic fleport of the President 

Column 1: Calculated from Table 4 and Table 1. 

Column 2: Calculated from data in Economic Report of the President , 1986. 
Column 3: Column 1 divided by Column 2. 

Columns 4 and 6 Calculated from Table 4, Table 1, and this Table. 
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EXECUTIVE SUMMARY 



This paper lists some of the options for higher education 
financing that have received attention of late as alternatives to 
"traditional" grant/loan packaging. Included are prepaid tuition 
plans; "targeted" grants such as those designed to recruit math 
and science teachers or to encourage minorities entering the 
health professions; cooperative education and college work-study 
programs; part-time study grants; and employer assistance. 
Ramifications of federal tax reform for various aspects of the 
financial aid process are mentioned. 
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This paper looks at how postsecondary educational financing 
has evolved during the first half of the 1980s. During a period 
of retraction in federal funding, many states increased their 
contributions. Particularly noticeable was the introduction of 
state grant programs targeted at specific types of students such 
as part-time students or potential teachers. The decade was also 
marked by increases in institutional discretionary funding. 
However, as costs continued to rise, the family contribution from 
savings, earnings, student work, and/or loans has also expanded. 
Thus, except for the federal government, all of the major partners 
in educational financing have increased their contributions. 

Changes in the environment have been accompanied by changes 
in packaging pra-tices and techniques for counseling students. 
Increased levels of automation are noticeable in state agencies 
and on campuses. Computerized search firms advertise their 
ability to locate funding sources for individuals. Packaging is 
no longer as simple as "one grant, one loan, one work." Packages 
are more complex, tailored speciiically to an individual's 
background and interests. 

An attachrd inventory lists many of the non-loan funding 
sources available, both traditional need-based grants and more 
innovative programs. The creation of this list was motivated by 
several factors, including oft-voiced public concerns over debt 
burdens and defaults. The author, as Chair of the Research 
Committee of the National Association of State Scholarship & Grant 
Programs (NASSGP), focuses attention on non-loan sources of 
educational funding. While many seem to feel that "loans are 
where the action is," there are compelling societal and individual 
reasons why perhaps tixe action may not be where it should be. 
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Finally, there has been a surge of interest in innovative 
approaches to educational financing, as well as publications 
documenting such trends. 

New federal regulations and the Reauthorization of the Higher 
Education Act have thrown the financial aid system into varying 
degrees of turmoil. Federal tax reform and resulting state 
compensatory changes have further i^npacted educational financing. 
The ramifications may even affect the fiscal stability of some 
institutions. While much of the news is bad for proponents of our 
nation's higher education and financial aid traditions, some of 
the emerging options may offer a degree of hope. At least, 
mechaniJ^ms for societal investment in the training and retraining 
of individuals are being subjected to thoughtful scrutiny. 

The importance of early family financial planning for higher 
education is receiving widespread attention. A longer "window" 
for needs analysis has been introduced as one possible solution to 
the inappropriate shielding of assets by some families. The 
interest in many quarters over "tuition futures" results from a 
favorable response by the public to the concept of structured 
mechanisms to keep family contributions manageable. 



1 Case, Karl E. "Effect of Need-Based Student Aid on Parental 
Work Effort and Savings: Thinking about Ability to Pay in a 
Lifetime Income Model." Paper presented by Michael McPherson 
at the Third Annual NASSGP/NCHELP Research Network 
Conference, IL., May 1986. 
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New players are also entering the game. Various partnership 
concepts have engendered joint efforts by education, business, and 
civic groups. Some of these are designed to combat problems of 
educational attrition; others seek to increase the degree of 
congruence between education and occupation. Foundations may also 
support higher education direculy, as occurred with a unique 
commitment by the Lilly foundation in the state of Indiana.^ 

While documenting these various trends, we should not forget 
how bewildering the conflicting crosscurrents in the financial aid 
field appear to the students who are supposed to be their ultimate 
beneficiaries. Even skilled financial aid officers find that 
"it's a whole new ball game; all of the rules have been changed." 
It's tough out there. If five years ago a typical financial aid 
package already resembled a bowl of alphabet soup, it now may 
rival the menu from an international restaurant. We should be 
cognizant of the possibility that at a certain point the system 
may simply collapse of its own weight. This is a disturbing 
prospect to those of us who still firmly believe that society's 
investment in the minds of its young and old people is both 
necessary and more prudent than the alternative. 

Two comprehensive and useful reports were utilized in 
preparing the inventory. The first of these is the "l8th Annual 
Survey Report" of the National Association of State Scholarship & 
Grant Programs (NASSGP), which covers the 1986-87 academic year. 



Hall, William V. "Designing a Public-Private Partnership to 
Assist Students: A Case Study of The Lilly Endownment 
Educational Award Program." Paper presented at the Fourth 
Annual NASSGP/NCHELP Research Network Conference, St. Louis, 
MO. , June 1987. 
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The second is a monograph by the National Association of College 
and University Business Officers (NACUBO), published in 1986 and 
entitled ''Alternative Approaches to Tuition Financing: Making 
Tuition More Affordable." The author is also indebted to a number 
of members of the NASSGP/NCHLLP Research Network who have made 
materials on new approaches to educational financing readily 
available. 
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Table 1 



ESTIMATED TOTAL GRANT AID AWARDED 
BY STATE PROGRAMS, 1986-87, 
BY TYPES OF PROGRAMS 

(AMOUNTS r.i MILLIONS) 





Need-Based 


Aid 


Non-Need -Based Aid 


Other 




Underitrads 


Grads 


Underitrads 


Grads 


Aid* 


Alabama 


$ 2.163 


$ 0.048 


$ 4.421 


$ 0.020 


$ 3.464 


Alaska 


(0.241) 






(1.834) 




Arizona 


2.376 


0.099 






Arkansas 


5.14S 




0.558 






California 


131.146 


3,479 








Colorado 


9.470 


U , 0 


7,861 


1.096 




Connecticut 


12.028 






0.200 


6.900 


Delaware 


0.765 


0.085 


0.203 


0.028 


0 . 240 


District of Columbia 1.059 










Florida 


15.311 


0.003 


19.366 


0.662 


0. 174 


Georgia 


4.73^ 




12,049 




i,754 


Hawaii 


0.597 








2.000 


Idaho 


0.487 




0.123 






I llinois 


132.862 




10,217 




4.355 


Indiana 


40.492 




0.410 


0. 150 




Iowa 


22.498 




0,900 




2.750 


Kansas 


5,430 










Kentucky 


11.583 








0 . 650 


Louisiana 


1,447 




0.759 


0.089 




Maine 


1.161 








0,971 


Maryland 


7.214 


0 . 94 1 


1.560 


0. 141 




Massachusetts 


57.072 


3.470 


1.960 




21.417 


Michigan 


66.943 


3.351 


1.072 






Minnesota 


59.706 








2,640 


Mississippi 


1.230 




0.545 


0.280 




Missouri 


10.081 








0.210 


Montana 


0.401 










Nebraska 


1,093 










Nevada 


(0.414) 










New Hampshire 


0.656 


0.001 


0. 125 




0.641 


New Jersey 


65,711 


0.683 


1.967 


0.600 


0,750 


New Mexico 


(1.461) 










New York 


417.526 


10.424 


25.101 


4,500 




North Carolina 


4.397 


1,218 


20,929 




18,406 


North Dakota 


0.748 











Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 



48.500 
9.450 
9.224 
103.428 
8.412 



0.895 



18.739 
0. 165 

0. /20 



0. 108 
0.287 



5.500 
8.998 
1.505 



Total 
Grants 

9.936 
(2.075) 
2.475 
5.703 
134.625 

19.261 
19. 128 
1.321 
1.059 
35.516 

18.537 
2.597 
0,610 
147.434 
41.052 

26. 148 
5.430 

12.233 
2.295 
2. 132 

9.856 
83.919 
71.366 
62 . 346 

2.055 

10.291 
0.401 
1.093 

(0.414) 
1.423 

6J.711 
(1.461) 
457.551 
44.950 
0.748 

72.847 
19.795 
10.729 
li;4. 148 
8.412 
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Need-Based 


Aid 


Non-Need- 


Based Aid 


Other 




Total 




Undergrads 


Grads 


Undergrad 


s Qrads 


Ald^v 




Grants 


South Carolina 


$ 16 


415 










.381 


$ 


17.796 


South Dakota 


0. 


563 




$ 0.057 










o.6ro 


Tennessee 


13. 


735 




0.052 










13.787 


Texas 


20 


293 


$ 1.711 






56 


.552 




78.556 


Utah 


1. 


641 


■>V">V 


0 . 572 


$ 0 . 792 


6 


. 130 




9 . 135 


Vermont 


8 


106 


0. 150 






0 


. 181 




8.437 


Virginia 


4 


350 




13 . 777 


1 . 006 








19.133 


Washington 


10 


491 




0.028 




0 


. 146 




10.665 


West Virginia 


5 


203 








3 


.668 




8.871 


Wis cons in 


30 


908 








1 


.500 




32.408 


Wyoming 


(0 


204) 


(0.036) 












(0.240) 


Puerto Rico 


12 


248 














12.248 


Totals 


$1,398 


819 


$27,428 


$144,056 


$11,793 


$152 


.883 




,734.979 


Percent 


80 . 6% 


1.6% 


8.3% 


0.7% 


8.8% 




100.0% 



* Aid reported under this heading includes grant aid administered by other state 

agencies, tuition fee waiver programs administered by state and institutions, special 
programs for veterans, matching programs, etc. 

*'^Reported a grant program for graduate students but could not report dollars awarded. 
Amounts are included in undergraduate figures for these states. 

Figures in ( ) are 1985-86 data. 



Source : 



Nat ional Association of State Scholar ship & Grant Pr ograms (NASS GP) 18th A nnual 
Survey Repo rt . Pennsylvania Higher Education Assistance Agency, Ilarrisiibrg, 
PA., January 1987. Table 1 on pages 13-14; reprinted by permission. 



NEW STATE GRANT PROGRAMS 

39 new state grant programs, including 12 need-based 
programs, have been implemented since 1983-84. Awards 
totalling $58.4 million were available for the 1986-87 
academic year. Several of the programs targeted specific 
student groups such as part-time students (NY, MA, MI) or 
Vietnam Veterans (NY, NJ) . 

10 states impleme.ited 11 new non-n« ed-based general 
scholarship programs for undergraduates since 1983-84. Thes 
were expected to award more than $8 million in 1986-87. 
8 new programs (one need-based) aimed at prospective teache 
began in 6 states with an estimated $2.1 million in funding 
3 grant programs providing $3.7 million in non-need-based a 
to health services and professional students beg?n in New 
York. 

3 states expect to award need-based and non-need-based aid 
totalling $2 million through 4 new programs for graduate 
students . 

3 states began need-based aid programs worth a total of $1.^ 
million targeted at minority, low-income, and non-degree 
students (WI, MI, VT respectively). 

3 states have introduced new need-based scholarships for 
undergraduates worth a total of $510,000. 



National Association nf Scholarship & Grant 

Prog rams (NASSGP) 18th Annual Survey Report 
Pennsylvania Higher Education Assistance Agency 
Harri^burg, PA., January 1987. 
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NON-LOAN PAYMENT OPTIONS AVAIL AB LE AT INST ITUTION S 

ACCELERATED PAYMENT PLANS 

Prepayment Plans 

Tuition Stabilization Plans 

Tuition Futures 

Tuition Gift Certificates 
DELAYED PAYMENT PLANS 

Installment Plans 
PRICING AND DISCOUNTED PAYMENT PLANS 

Differential Pricing 

Retention Plans 

Performance Plans 

Volume Discounts 

Lotteries 

Tuition Matching 

Employee Discounts 
OTHER TECHNIQUES 

Electronic Funds Transfer 

Work Programs 



Source: National Association of College and University Business 
Offices (NACUBO) . "Alternative Approaches to Tuition 
Financing: Making Tuition More Affordable." Washington, 
D.C., 1986. 
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EXECUTIVE SUMMARY 



The costs and risks of a tuition prepayment plan can be 
ocated among the individual participants, the colleges, and 
the state in many different ways. The effects of a New Jersey 
proposal (S-3377) arc simulated with varying assumptions about 
average tuition increases, rates of return, withdrawal rates 
from the program, age distribution of participants, and size of 
annual payments. It is shown that the plan can reimburse 
colleges for 90% or more of actual tuition charged as long as 
the tuition increases average less than two percentage points 
above average investment earnings. Since 1967, the difference 
between ten-year average tuition increases and government bond 
yields has in fact always been below two percentage points. 
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Simulating a State Guaranteed Tuition Plan: New Jersey Proposal 

Lutz K- Berkner 
Office of Student Assistance 
New Jersey Department of Higher Education 

Cost s and Risks of Pr epayment^Plans 

The central problem in designing a guaranteed tuition plan 
is how it should be financed. The two basic financing issues 
are: 1) who is to pay for the costs if tuition rates increase 
faster than rates of return? 2) who should shar? in the risks? 

In order to be successful, the plan must be equally attrac- 
tive to both individuals and colleges, and this will happen only 
if they share the costs and the risks in return for certain 
assurances. The individual participant should be a^^sured that 
the plan can offer a return (in tuition value) that is greater 
than the return available through individual investments. The 
colleges must be assured that the tuition revenue from the fund 
can cover an acceptable threshold of their actual tuition 
charges . 

A plan can be structured so that the costs are paid by one 
or a combination of the following: 
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1. The colleges can bear the cost by being required to accept 
as payment for tuition whatever the plan fund has earned. 

2. The participants can be required to pay for it by paying a 
premium above current tuition levels. This will normally 
happen in any plan that sets payments based on conservative 
actuarial assumptions which will tend to overestimate 
tuition increases and underestimate investment returns. 

3. The participants Who withdraw from the plan and do not 
claim their tuition benefits can be required to pay for it 
through penalties which restrict the amount of the refund. 

4. The state can pay for it through subsidies or guarantees. 

The issue of who pays the cost is closely related to the 
issue of who shares the risk of financial loss. The risk to 
participating individuals depends primarily on wi thdrawal 
rights. If participants can withdraw both their principal and 
the full investment earnings from the plan fund, then there is 
no risk to them (except that the return might have been higher 
elsewhere) . If they want tax-free benefits , they must accept 
the risk of losing their earnings if the tuition benefit is not 
claimed. The risk to the colleges is that the plan fund will 
not be able to earn enough to reimburse them for an acceptable 
percentage of the actual tuition charged. This institutional 

ERIC XVI - 4 



risk can be reduced by structuring plan to retain all or 

part of the earnings of those who withdraw and requiring the 
payment of a premium on current tuition. 

Thf_New Jersei_^Guaran^^^ Plan Proposal 

Many of the state plans under discussion make the implicit 
assumption that the colleges will be paid 1007„ of their actual 
tuition charges. This is to be achieved through the determina- 
tion of "actuarially sound" payment schedules. What this will 
mean in practice is that future tuition increases must be 
projected and these must then be "discounted" at the expected 
rates of investment return. If the return is expected to be 
below tuition increases, the payments required will be greater 
than current tuition. 



In the New Jersey proposal currently under discussion the 
risks and costs are shared by the participant"? and the colleges. 
The main features are: 



participants buy any number of college credits at the 
actual current price; their guarantee is that they can 
claim the use of these credits at any time in the future, 
no matter what the price per credit is then. 

the colleges are guaranteed reimbursement of 907, of the 
actual per credit tuition charged when the pre-purchased 



ERIC 



XVI -"^o 



credits are claimed; if investment returns allow, they may 
receive up to 100% reimbursement. 

participants who withdraw without claiming their pre-paid 
credits are required to contribute to the cost of the 
program. Under option A those who withdraw are refunded 
principal plus interest, but at a rate below the fund's 
average return. Under option B only the principal may be 
withdrawn, but the benefits are expected to be tax-exempt 
and tuition may be purchased at a 5%-10% discount. 

Simulation of Annual Cos ts 

The attached tables show the results of a model which 
simulates the proposed New Jersey Guaranteed College Tuition 
Plan (option A which allows withdrawals with interest) using the 
f ol lowing assumpt ions : 

1,000 participants enroll in the plan each year for 20 
years, their ages at enrollment are uniformly distributed 
from birth through 14, the maximum age for entry. They 
make an j^nnual payment every year they are in the plan 
until they are 18, at which point they claim the tuition 
benefit or withdraw the principal plus earnings 1\ below 
the average return on the fund. 
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the ages of each entering cohort of participants are 
assumed to be uniformly distributed, 1/15 or 67 from each 
cohort reach age 18 after 4 years (since the maximum age at 
entry is 14) and every succeeding year for 15 years. The 
plan reaches stability after 19 years when 67 participants 
from each of the first 15 entering cohorts (67 x 15 - 1,000 
roughly) leave the plan. 

participants will be in the plan for an average of 11 years 
(median age of entry of 7 plus four years of participation 
after age 14) . 

the annual tuition purchases are fixed for each cohort. 
They start at $1,000 for the first year of the plan and are 
increased for each cohort at the same rate as the average 
tuition increase. 

The numbers at the top half of the table for each "entry 
year" into the program show the 18~year averages and totals for 
each cohort of participants from birth to age 14 who enter the 
plan in the same year, and who will therefore take from 4 to 18 
years to claim their tuition benefit. The numbers on the bottom 
half of the table for each "exit year" represent the costs 
actually incurred in each future year. The first payout costs 
to the plan are incurred in year 5, when only those who were 14 
years old in year 1 go to college. The model reaches stability 

o J 
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after year 18. Since no new participants are added after year 
20 the number of claims drops until year 38 when the last 
one-year-olds who joined in y^ar 20 go to college. 



Column legend: 

A The entry year of each cohort of 1,000 participants 

into the plan. 

B The exit year from the plan when participants reach 

18. 

C The number of participants entering or leaving the 

plan each year. 

D The average number of years that payments were made to 

purchase tuition (assumes a payment every year). 

E The average annual dollar payment (assumed to be fixed 

for each cohort). 

F The total dollar amount of the payments (in millions) 

which the participants contributed. 

G The total pre-paid tuition benefits (in millions) 

claimed by those who matriculate (70% assumed). This 
is the actual value of the pre-paid credits the year 
they are claimed. 

H The plan funds available to pay the tuition benefits 

(total of all payments plus investment return minus 
the principal and a 2% lower reti^rn for 
non-matriculants) . 
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I 



The cost of the guaranteed tuition to the colleges 



(the difference between tuition benefits claimed and 



plan funds paid out ) . 



J 



The percentage of actual tuition price which could be 



paid out of plan funds to reimburse the colleges. 



K 



The (inflated) dollar value of the average pre-paid 



tuition benefit. 



L,M,N 



The number of years of college enrollment that the 



tuit'on benefit is worth at a state college, Rutgers 



University and an Independent college ( average ) . 



Table 1 simulates a 8% annual tuition growth, a 1\ average 
annual investment return, and 707o of the participants matricu- 
lating at a New Jersey college . In year 1 the first cohort of 
one thousand participants enter the plan. Since their ages are 
uniformly distributed (67 are age 1, 67 are age 2, etc.) and 
they make a payment each year, they will make an average of 11 
payments (median age 7 plus four years after age 14) of $1,000 
each. The total amount paid by the cohort after 18 years is $11 
million. The total tuition benefit claimed is $13.8 million, 
which represents the sum of the actual value of the pre-paid 
credits the years that they are claimed by the 70^ of the 
participants who matriculate. 

The plan fund will collect and earn $13.6 million from this 
cohort (principal plus 7% earnings from 70%, plus 2% earnings 
from the 30% who withdraw). The cost of the plan to the colleg- 
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es is $257,000, the difference between the value of the tuition 
benefit claimed and the plan funds; the plan could reimburse the 
colleges for 98% of actual tuition. The average tuition benefit 
received over lb years was $19,750. This would have bought 5.8 
years of tuition at a state college, 4.0 years at Rutgers, or 
1.2 years at an independent college. Those choosing the state 
colleges would have paid in less; those choosing an independent 
institution would need to pay in more, 

The value of the tuition benefits in terms of 
"tuition-years" and the percentage of the tuition covered by the 
plan is the same for all entering cohorts. The absolute dollar 
values, however, keep growing at 8% per year. The bottom half 
of the table shows the same information for each group of 
participants who reach age 18 and leave the plan. Tn year 5 
only the 67 who entered at age 14 in year 1 leave the plan. 
They have paid an average of $1,000 for four years, which is 
enough to buy 2.6 years of tuition at a state college. Each 
year the oldest members of the next cohort leave the plan until 
year 19 when there are 1,000 entering and also 1,000 leaving, so 
the plan attains stability. 

During the first four years of the plan there are no costs, 
since the l4-year olds who entered in year 1 will not go to 
college until year 5. During the first 10-15 years, the costs 
will be relatively low; during years 19-24, the plan attains 
stability; after year 24 the costs rise because no new partici- 
pants are ueing added to the simulation. 
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Ev^jigt ing the rotent jajLCosts 



The cost to the colleges will be determined by the long-run 
difference between the average ratf^ of tuition increase and the 
average rate of return on investment to the plan fund (the 
"point spread" between tuition rates and interest rates). 
Currently, the return on ten-year Treasury bonds is between 7-9 
percent, while average New Jersey college tuition has also been 
increasing by 7-9 percent annually over the past five years. 
Although several colleges are considering increases higher than 
this in the next few years, such high rates of tuition growth 
cannot be sustained over a long period of time, and it is 
unlikely that the average spread will exceed two points in the 
long run. Uader either withdrawal option, the Plan should be 
able to pay the colleges over 90% of actual tuition even if the 
rate of return on investment av^.r^^es two percentage points 
below tuition growth. 

It is important not to confuse thf. issue by looking at 
inflation instead of investment returns. If we compare the 
ten-year moving average of New Jersey tuition since 1967 with 
10-year moving average U.S. bond yields, even without compound- 
ing, has never averaged as much as 2 points below tuition. 

The financial impact of the proposed Plan on the partici- 
pating colleges is difficult to specify or co interpret in 
absolute dollars, because the full costs of the program will not 
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occur for several decades, during which time inflation will 
totally change our current conception of the value of a dollar. 
Participants can enroll in the plan at any age below 15, but 
cannot normally claim the tuition benefits until age 18; there- 
fore participants can be in the plan anywhere from 4 to 18 years 
or later before maturity. If about the same number of partici- 
pants enter the plan each year, and their ages are about evenly 
distribut(^d , then it will take 18 years before the full costs of 
the plan are realized. If tuition actually continued to in- 
crease Pnn.ially at the current rate of about 8% during that 
time, the colleges would be charging four times as much as 
today. Therefore, the potential costs of the plan to the 
colleges can best be understood in relative terms, as the 
percentage of actual future tuition that the Plan will be able 
to reimburse to the colleges. 

The last group of tables show the results of simulations 
with different combinations of tuition and interest rates 
assuming that either 70 percent or 80 percent of the partici- 
pants will actually claim the tuition benefits and matriculate 
in a New Jersey college. Under the tax-free option (B), the 
plan fund retains all the earnings of those who do not matricu- 
late. In this example the taxable option (A) assumes withdrawal 
of principal plus interest earnings at a rato 2^ below the 
average rate of return. 
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In Table A, the columns show the average annual rate of 
tuition growth, while the rows show the average annual rate of 
return on investment. The numbers in the boxes show the redemp- 
tion value of the policies as a percentage of actual tuition 
when the rate of return is equal to or less than tuition growth. 
For example , if we expect 70% matricu la t ion, a 7% return , and a 
9% tuition growth, then the redemption value will cover 91% of 
actual tuition. 

Table B employs the same analytic approach, but arranges 
the results according to the percentage "point spread" between 
tuition growth and rate of return. Note that with option A, the 
level of tuition and return has a minimal effect. The percent- 
age of tuition covered depends only on the point spread. 

Under both options, the plan covers an additional 2% of 
actual tuition for every 10% increase in the withdrawal rate. 

Additioiial tables show that if the size of the payments is 
increased every year (instead of remaining fixed for each 
cohort), the plan fund will perform better with larger point 
spreads . 

The plan also performs significantly better with an older 
age distribution than a younger one, if the point spread is over 
1%. 




XVI - 13 



TABLE 1 

NEH JERSEY GUARANTEED TUITION PLAN: OPTION A 

"^^^^J?wtS55^.^?xu^L.^.[^^^^^M^N^ ^^^^^^ 70V. NJ MATRICULATION 
n*x.^ruxe SAVINGS HITHDRAHL 2'/. BELOH RETURN / NO PREMIUM 
PAYMENTS FIXED AT ENTRY YEAR TO RECEIVE $1000 TUITION AT 1986 PRICES 

(E)AVG (F)TOTAL (G)TUITION (H)PLAN (I)PLAN (J)PCT OF (K)AVG $ (L)TUITION 
It}? ^^J}^^ -OST TUITION WUIOH YRS viLOE 

P^YT $MIL $MIL $MIL $MIL COVERED CLAIM STATE C 

5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
5.8 
2.6 
2.9 
3.1 
3.5 
3.6 
3.8 
^.0 
^.2 
^.^ 
^.6 
^.7 
^.9 
5.1 
5.2 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
5.5 
5.7 
5.9 
6.1 
6.2 
6.^ 
6.5 
6.7 
6.8 
6.9 



< 



(A) (B) (C) 
ENTRY EXIT NUM- 
YEAR YEAR BER 



1 
2 
3 

5 
6 
7 
8 
9 
10 
11 
12 
13 
1^ 
15 
16 
17 
IS 
19 
20 



(D)AVG 
YRS 
PAID 
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1000 


11 


.0 


1000 


1 1 


. 0 




1000 


11 


.0 


1080 


1 1 


. 9 




1000 


11 


. 0 


} 170 


1 2 


. 8 




1000 


11 


.0 


1260 


1 3 


[ 9 




1000 


11 


.0 


li6 0 


1 5 


^ 0 




1000 


11 


.0 


1^7U 


16 


^ 2 




1000 


11 


.0 


1590 


17 


\ 5 




1000 


11 


.0 


1710 


18 


[ 9 




1000 


11 


.0 


1850 


20 


^ ^ 




1000 


11 


.0 


2000 


22 


\ 0 




1000 


11 


.0 


2160 


23 


^ 7 




1000 


11 


.0 


2330 


25 


6 




1000 


11 


.0 


2520 


27 


' 7 




1000 


11 


.0 


2720 


29 


\ 9 




1000 


11 


.0 


29^0 


32 


. 3 




1000 


11 


.0 


3170 


34 


\ 9 




1000 


11 


.0 


3^30 


37 


\ 7 




1000 


11 


.0 


3700 


40 


\ 7 




1000 


11 


.0 


^000 


44 


. 0 




1000 


11 


.0 


^320 


47 


' 5 


5 


67 




.0 


1000 


0 


. 3 


6 


133 




.5 


!0^0 


0 


'. 6 


7 


200 


5 


.0 


1070 


1 


\ 1 


8 


267 


5 


.5 


1110 


1 


.6 


9 


333 


A 


. 0 


11^0 


2 


. 3 


10 


^00 


6 


.5 


1180 


3 


. 1 


11 


^67 


7 


0 


1220 




0 


12 


533 


7 


5 


126 0 


5 


0 


13 


600 


8 


0 


1300 


6 


2 


1^ 


667 


8 


5 


13^0 


7 


6 


15 


733 


9 


0 


1390 


9 


1 


16 


800 


9 


5 


1^30 


10 


9 


17 


86 7 


10 


0 


1^80 


12 


8 


18 


933 


10 


5 


1530 


15 


0 


19 


1000 


11 


0 


1580 


17 


4 


20 


1000 


11 


0 


1710 


18 


8 


21 


1000 


11 


0 


18^0 


20 


3 


22 


1000 


11 


0 


1990 


21 


9 


23 


1000 


11 


0 


2150 


23 


6 


2^ 


1000 


11 . 


0 


2320 


25. 


5 


25 


933 


11 . 


5 


2450 


26 . 


3 


26 


86 7 


12. 


0 


2580 


26 . 


9 


27 


800 


12. 


5 


2720 


27 . 


2 


28 


733 


13. 


0 


2850 


27 . 


2 


29 


667 


13. 


5 


298 0 


26 . 


8 


30 


600 


1^4. 


0 


3120 


26 . 


2 


31 


533 




5 


3260 


25. 


2 


32 


'V6 7 


15. 


0 


3400 


23. 


8 


33 


^00 


15. 


5 


3540 


21 . 


9 


3^ 


333 


16 . 


0 


3690 


19. 


7 


35 


267 


16 . 


5 


3840 


16 . 


9 


36 


200 


17 . 


0 


3990 


13. 


6 


37 


133 


17. 


5 


4150 


9. 


7 


38 


67 


18. 


0 


4320 


5. 
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COST TUITION 
$MIL COVERED 
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5 ^487 
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1 .200 
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0.91 
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TUITION 
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25,370 
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50,550 
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1^,560 
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36,^30 
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1^0. 160 
155,290 
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NEH JERSEY GUARANTEED TUITION PLAN: OPTION A 
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PAYT $MIL $MIL $MIL $MIL COVERED CLAIM STATE C RUTGERS INDEPNDT 





1 n nn 
1 u u u 


1 1 


. U 


1 n n n 
lUUU 


1 1 


. 0 


16.2 




1 nnn 


1 1 
1 1 


n 
. U 


1 1 nn 


1 

1 C 


. 1 


17.8 




1 nnn 


1 1 
1 1 


n 
. U 


1 71 n 

1 c 1 U 


1 j 




19.6 




n nn 
A u u u 


1 1 


n 

. u 


1 T T ft 

1 J jU 


1 ^. 

1 4 


. 6 


21 . 5 




1 n nn 


1 1 
1 1 


n 


1 &it ft 

1 40 U 


1 O 


1 

. 1 


23.7 




1 nnn 

1 U 'J u 


1 1 
1 1 


n 


1 it 1 ft 

1 o 1 u 


1 7 

1 f 


7 
. f 


26 . 1 




1 n n n 

\.\}\}\} 


1 1 


n 
. u 


17 7ft 

i f f \3 


1 V 


c 

. !> 


28 . 7 




1 nnn 

\.\}\}\} 


1 1 
1 1 


n 


1 o C ft 

1 VDU 


c 1 


. 4 


31.5 




1 n nn 


1 1 
1 1 


n 


^1 4U 


O T 


£ 

. 6 


34 . 7 




1 n n n 

\.\}\}\} 


1 1 


n 

. u 


O T^ ft 

cob U 


25 


. 9 


38 . 1 




1 n nn 




n 
. u 


7 RO ft 
C^V U 


fi 

CO 


c 

. D 


4C . 0 




1 nn n 




n 

> u 


7JI Rft 
Co 3U 


J 1 


. 4 


46 . Z 




1 nnn 


1 1 


n 
. u 


T1 & ft 
Jl 4 U 


j4 


c 
. D 


50.8 




1 n nn 


1 1 
1 1 


n 


T^ R ft 
j43 U 


T fi 
^O 


. U 


55 . 9 




1 n nn 


1 1 
1 1 


n 


TS ft ft 
JOU U 


4 1 


o 

. O 


61.4 




1 n nn 


1 1 


n 


^ 1 S ft 
4 1 O U 


46 


A 

. u 


6 7.6 




1 n nn 


1 1 
1 1 


n 


^it ft ft 
40 U U 


C ft 

DU 


r 

. !> 


7 4.3 




1 n n n 

\.\}\}\} 


1 1 


n 

. u 


Rft R ft 
3U3 U 


c c 
DD 


. 6 


81.8 




1 n n n 


1 1 


. U 


R ft 


6 1 


. 2 


90.0 




1 n n n 


I i 


. U 


^ 1 Q ft 

o 1 ^U 


6 / 


. 3 


99 . 0 


c 

J 


7 


/. 

H 


. U 


1 ft ft ft 

1 uuu 


0 


. 3 


0 . 2 


o 


ITT 


4 




1 ft ft 
1 U4 U 


0 


. 6 


0.6 


7 




r 


. U 


1 090 


1 


. 1 


1 . 0 


% 


7it 7 


c 


c 
. D 


1 1 ft 

1 1 4U 


1 


. 7 


1 .6 


o 


T T T 
J J J 


o 


n 
. u 


lion 

lion 


2 


4 


2.4 


1 n 


4 UU 


6 


r 
. D 


1230 


3 


2 


3 . 3 


1 1 


HO / 


/ 


. u 


1280 


4 


2 


4-5 




C T T 

!> J J 


7 


r 
. D 


1 T ft 

1 ^4U 


5 


3 


5 . 8 


1 T 


iC n n 
o U U 


• 

o 


U 


1 T O ft 
1 ^VU 


6 


7 


7 . 5 


1 €x 
1 4 


it it 7 

oo / 


o 
O 


r 
D 


1^50 


8 


2 


9.5 


1 R 


7 T T 


V 


> U 


1 C 1 ft 

1 31 U 


1 0 


0 


11.9 


1 

1 0 


• n n 

o UU 


o 

V 


c 
D 


1 C7 ft 


1 2 


0 


14.8 


1 7 


il it 7 

oo 1 


1 n 
1 U 


n 
U 


1 z ft 
16 4U 


1 4 


2 


18.1 


1 % 




1 n 
1 U 




17 1ft 


16 


8 


22 . 0 


1 Q 


1 n n n 


1 1 
1 1 


n 
u 


1 7 O ft 


1 V 


-1 

/ 


26 . 5 




1 n n n 
1 u u u 


1 1 


U 


1 m ft 
1 V / U 


21 


6 


29. 2 


C 1 


1 n n n 
1 u u u 


1 1 


n 
U 


o 1 z ft 
^1 6 U 


23 


8 


32 . 1 


77 
cc 


1 n n n 
1 u u u 


1 1 


n 
U 


Q T S ft 

^^0 u 


26 


2 


^5 . 3 


7 T 


1 n n n 


1 1 


n 
U 


"yc o ft 
CO cU 


28 


• 

0 


38 .8 


2^ 


1000 


1 1 


0 


288 0 


31 


7 


4« . / 


Zb 


933 


11 


5 


3080 


33 


0 


45.3 


26 


867 


12 


0 


3280 


34 


1 


47 .8 


27 


800 


12 


5 


3<*80 




^ 


49.9 


28 


733 


13 


0 


3690 


35 


1 


51 .6 


29 


667 


13 


5 


3900 


35 


1 


52.8 


30 


600 


1^ 


0 


4110 


34 


5 


53.4 


31 


533 


14 


5 


4330 


33. 


5 


53.2 


32 


^»67 


15 


0 


456 0 


31 . 


9 


52.2 


33 


^00 


15 


5 


4800 


29. 


7 


50.0 


3^ 


333 


16 


0 


5040 


26 . 


9 


46.5 


35 


267 


16 . 


5 


5290 


23. 


3 


41.5 


36 


200 


17 . 


0 


556 0 


18. 


9 


34.7 


37 


133 


17 . 


5 


5830 


13. 


6 


25.7 


38 


67 


18. 


0 


6120 


7.3 


14.3 



13.6 
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16.4 
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4.631 
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AT VARIOUS RAirS OF lUIIinM. RF.UJRN AND NJ MATRICULATION 
PLAN A RFIURN PLAN B WITH ^z. DISCOUNT 

PAYMENTS FIXCD AT CNIRY YfAR TO RECEIVE $1000 lUITION AT 1986 PRICES 
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NEW JERSEY GUARANTEED TUITION PLAN 
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Intlependent college tuition is estinated. 

Consuner Price Index is for calendar year of fall tern. 

Bond yields are 10 V3»- US Treasunj. 
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Tuition and CPI are average annual increase for prior 10 years. 
Bond i^ields are 10 year auerages. 
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New Jersey Guaranteed College Tuition Plan Proposal (A) 
Effect of Variations in Behavior 
On % of Tuition Reimbursed by the Plan 
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(Fixed payments) 
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- Every additional 10% matriculating reduces coverage by about 2 percentage points 



Age distributi on 



(B) Age distribution of Point All E:qual All 

entrants S pread Over 7 1-15 Under 7 

(Fixed ptiymtnts, 0 104% 106% 107% 

70% macriculation) 1 99 93 98 

2 94 qi 90 

3 90 84 82 



- Younger age distributions reduce coverage significantly with larger point spreads 



(C) Fixed vs. Increasing Point A nnual Payment A mount 



Size of Payments Spread Fixed I ncreasing 

(70% matriculation) 0 106% 105% 

1 98 98 

2 91 92 

3 84 86 



- Larger payments in the later years increases coverage. 
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NEH JERSEY GUARANTEED TUITION PLAN 
PERCENTAGE OF ACTUAL TUITION COVERED BY THE PLAN 
AT VARIOUS RATES OF TUITION. RETURN AND NJ MATRICULATION 
PLAN A RETURN -Z'/.; PLAN B HITH DISCOUNT 
PAYMENTS INCREASED ANNUALLY AT THE TUITION RATE 
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This paper notes that higher education in America has 
historically been paid for by a combination of tax support, 
private philanthropic funding, and family contributions. Higher 
prices, restricted access to federal aid, and escalating belief 
in the desirability of obtaining higher education results in an 
increasing need and willingness of farnilies to borrow for 
education. 

As borrowing needs exceed federal loan limits and income 
restrictions, families turn to "Supplemental" loan programs. 
The political and policy background, including Congressional and 
executive attitudes toward federal subsidies for parent and 
supplemental borrowing is examined. Current criticisms of GSL 
by policy analysts and the public are noted. 

Private lenders are needed as sources of capital, but increasing 
borrowing requires new levels of information and financial 
counseling services. The Education Resources Institute (TERI) 
was founded in 1985 as a private non-profit organization to meet 
both capital formation and counseling needs. TERI provides 
private loan guaranty services and sponsors a higher education 
information center, debt management task force efforts, 
financial aid officer training, and early awareness programs. 
This combination of loan program and information services 
sponsored by a private non-profit using capital from private 
for-profit lending institutions is a possible model for use by 
po]icy makers interested in supplemental student loans. 



in, 



Prospects for Supplemental Education Loans 
by Ernest T. Freeman and Thomas D. Parker 



Most of us havo encountered a member of an older generation who 
is at once in awe of and skeptical of higher education. Self- 
made entrepreneurs, for example, have long worried that higher 
education would "spoil" the next generation. At the same time, 
most of these older skeptics have insisted that the nfxt 
generation receive the highest possible degree of education. 
The current generation of "Yuppies" would be surprised to know 
that, as recently as the 1950s, many corporate executives or 
small business owners had no advanced degree and indeed often no 
college education. The college graduate as the norm in America 
did not emerge until the GI Bill of Rights made college possible 
for large numbers of those previously unlikely to attain higher 
education. Prior to World War II, only one in every 17 young 
ndults graduated from college. However, not having a degree or 
being suspicious of elitism in no way dampened the insistence of 
parents that children and grandchildren receive degrees. It 
should be noted, however, thc^t even the G.I. Bill was motivated 
as much by fear that a huge number of returning soldi<-rc would 
glut the post-war labor force as by altruistic or economic 
belief in the value of higher education. 
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In the 1980s, there is a similar paradoxical attitude on the 
part of an older geneiation of corporate executives, most of 
whom have received one post-secondary degree (usually an A,B. in 
the liberal arts) toward the bright young men and women working 
for them, most of whojo have received both an undergraduate 
degree and a graduate degree in business or engineering. The 
stories repeat in different ways^ but the pattern is the same. 
The older generation, with less education, suspects that the 
newer generation may not be as savvy or as aware of the 
importance of "sweat equity" as it should be, but at the same 
time, there is the suspicion that sooner or later increased 
educational attainment is an economic as well as a social 
necessity. 

What is less widely understood is that this pattern of 
increasing educational attainment from generation to generation 
has been made possible only by a combination of support for 
education by federal, state, private, and parental sources. 
Some parents prefer not to acknowledge the degree to which 
outside support enabled their offsr^ring to attend college, but 
outside support has come not only in the form of aid to 
individuals in cases such as the GI Bill of Rights and the 
Guaranteed Student Loan Program but also in the form of aid to 
educational institutions, for example, the land grant university 
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system and state support for colleges and universities. 
Philanthropic contributions xiave long subsidized prices at 
private institutions and such support kept the price of 
education low at many institutions. For a period spanning two 
decades, from the 1950s to the mid-1970s, this combination of 
support enabled many students to obtain higher education with 
minimal family assistance. The fact that many students were 
able to "work their way through" college on the basis of meager 
summer and term-time earnings is not so much a tribute to 
personal diligence as it is a reminder of how the price of 
eaucation was kept low by the combination of support systems 
mentioned above. 

In the 1980s, a pattern prevails of uncertain federal and state 
support and steady increases in the price of education. The 
result is that the historical pattern of substantial family 
assistance is reemerging. In the mid-1960s it was hoped, with 
the creation of the Guaranteed Student Loan Program, that 
reliance on family assistance would be unnecessary if tha 
student would take on a minimal loan burden. The fallacy of 
this assumption was documented '^learly in the early 1980s by the 
Sloan Commission Report on Higher Education, The report argued 
that students alone could not be expected to continue to take on 
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debt to offset increasing prices and that a return to family 
assistance would be necessary. The College Board nov/ estimates 
that 65 percent of all students receive parental assistance. 

In the next decade, the fundamental policy issues facing higher 
education finance will revolve around achieving a new balance 
among sources of support for students and educational 
institutions. The argument here is that one of the clearly 
emerging forces in this balance is the non-federal alternative 
loan. A combin^.tion of political and economic fa'jtors are at 
work which will result in either diminished federal funding for 
higher education or at least very slow growth in such aid. The 
reduction coincides with a period when prices in higher 
education cont 1 lue to rise. What follows is an attempt to 
describe and analyze these forces and the way in which they 
impinge upon alternative loan trends, including a description of 
the actual workings of one such alternative loan program devised 
to meet the new needs. The Education Resources Institute (TERI) 
serves as a case study exemplifying problems and prospects in 
the field. 




XVII - 4 



The Poli tical. Economic, and Policy Background 



In its 19c36 reauthorization of the Higher Education Act, 
Congress steadfastly resisted those who would have severely 
diminished the federal Guaranteed Student Loan Program. Yet, 
veteran observers of the interaction between political forces 
and federal support for access to higher education have remained 
concerned by steady changes in public opinion and in th-. views 
of political hnd policy leaders in Washington, D.C. 

Washington policy analysts have long been critical of certain 
aspects of the Guaranteed Student Loan Program. More than a 
decade ago, Chester E. Finn, Jr., now Assistant Secretary of 
Education for Research and Improvement, in his book. Dollars. 
Scholars, and Bureaucrats, oummari-.ed a case for eliminating the 
GSL within state-based guarantee agencies and sub-.tituting a 
national student loan bank, complete with student loan 
administration emanating from a Washington, D.C. bureaucracy. 
Arthur Hauptman, a respected consultant in financial assistance 
policy, has advocated replacing GSL with a modified version of 
tne National Dbfense Student Loan program. Michael McPherson, 
Professor Economics at Williams College, critiqued the use of 
private capital markets in the federally assisted GSL program. 
These and other technical analysts have emphasized economic and 
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bureaucratic inefficiencies in the program. The complexity of 
the GSL, they argue, has become so great that tinkering with its 
provisions to make them more efficient is not enough. They 
support dismantling the GSL as presently constructed and 
replacing it with a new program. 

Just as policy analysts both left and right are raising serious 
reservations about GSL, politicians along the entire ideological 
spectrum are raising concerns. There is a widespread perception 
that students are borrowing too much, that private enterprises 
are profiting too greatly, that default rates are too high, and 
that the availability oS federally subsidized loans discourages 
higher education institutions from attempts at cost containment. 
While all of these criticisms are either untrue, unproven by any 
research, or greatly exaggerated, the fact that many believe 
them to be true cannot be ignored. Just as policy analysts and 
politicians have expressed reservations, various public opinion 
polls during the 1980s have demonstrated skepticism by the 
general public about federal student financial assistance. 

These opinion trends indicate that the need for alternative 
non-federal sources of education loans will continue in the 
coming decade. The so-called "alternative" or "supplemental" 
loan program initiatives (meaning alternative or supplemental to 
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feder'^l uSL funds) are not new. The Congress itself recognized 
the need for supplemental loans when it established the "PLUS" 
program authorizing additional loan funds for parents and 
students beginning January 1, 1981 • By January, 1982, the 
number of alternative loan programs in existence was large 
enough to warrant the establishment of a newsletter reporting on 
them. Tho Alpine published its first issue under the auspices 
of the Alternative Loan Program Task Force of the National 
Council on Higher jiducation Loan Programs and the Massachusetts 
Higher Education Assistance Corporation. The conventional 
wisdom in 1982 was that the demand for education loans to 
supplement GSL and PLUS would be filled largely through stat-j 
programs using tax-exempt revenue bonds for funding. This 
notion was reinforced by the fact that in many states in 1982 
PLUS volume actually declined. 

A dozen states organized revenue bond programs to provide 
education loans at lower interest rates, and many believed that 
they would replace the PLUS program entirely. But this was not 
to be. The Congress progressively tightened restrictions on the 
issuance of state-based, tax-exempt revenue bonds. The interest 
rate on PLUS loans dropped from to 12 percent. Within a 
year, Massachusetts PLUS loan volume grew by 25 percent. 
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In the 1986 reauthorization, the Congress revised the sluggish 
formula by which the PLUS rate had previously been established 
and replaced it with a more sensitive variable rate formula to 
assure that PLUS could be more competitive with the general 
market. The effect of the new PLUS program is yet to be 
measured; however, most analysts believe that PLUS volume will 
increase. The Congress also established Supplementary Loans for 
Students in an attempt to improve on the PLUS program for 
independent students which had at one point unfortunately been 
dubbed "ALAS" (Auxilia:y Loans to Assist Students). 

Perhaps the most controversial 1986 Congressional action 
relating to education finance came not in the higher education 
act but in the tax reform bill. That measure phases out income 
tax deductions for interest on consumer loans including loans 
for education. At the same time, the bill allows those rich or 
fortunate enough to own homes to retain the income tax deduction 
on home equity borrowing. The rich can borrow for education and 
receive a tax break. Others can not. Attempts to address this 
inequity will be made in future Congresses. 

The overall message from the 1986 reauthorization of the Higner 
Education Act is that the U.S. Congress does not support the 
draconian measures for reduction in federal student aid 
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assistance proposed by some analysts and by the Reagan 
Administration. Astute lawmakers on both sides of the aisle 
have realized that this battle over support for student 
assistance is not merely a matter of how much to cut the budget. 
The fundamental policy issue is the degree to which the U.S. 
Congress and the electorate to which it reports believe that 
widespread access to higher education is a major national 
priority. 

The Education Department during the Reagan Administration 
formulated a scries of responses to the issue. Initially, the 
Department embraced the PLUS program as a healthy altern^itive to 
GSL. Its rate of interest was higher, so costs to the 
government for special allowance payments to banks were 
substantially lower than GSL. In addition, it had no post- 
deferment "grace period" to subsidize. It was seen by officials 
in the Department as a potential replacement for guaranteed 
student loans to middle- and upper-middle income students and 
parents . 

While none of the drafters of the original PLUS legislation 
imagined that PLUS would be the cornerstone of a future 
Republican Administration student financial aid policy, it 
became that in 1981. The Democrats in 1979-1980 saw PLUS as a 
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supplemental source; they never envisioned that it would be used 
substantially to replace GSL assistance. The 1978 Middle Income 
Assistance Act, which provided for guaranteed student loans to 
all regardless of income, was based on the premise that all 
students have a right to post-secondary education (and on cost 
projections which turned out to be too low). The PLUS program, 
as envisioned by the Reagan Administration in 1981, assumed that 
education was a privilege to be provided for students by parents 
if both were willing and able to share financial responsibilty • 

In the years since 1981 , legislators from both parties have 
reiected the subsidized "loans for all" concept of Middle Income 
Assistance Act. Eligibility for the Guaranteed Student Loan 
Program has been consistently restricted. The effects of the 
1986 reauthorization and its new eligibility requirements are 
such that on many campuses financial aid officer^ are predicting 
reduction in guaranteed student loan volume of 50 percent or 
more. The market rate PLUS or SLS prograas become the only 
federal loan alternative for vast numbers of middle-income 
students previously served by GSL. For these newly excluded 
students, the fact that loan limits for upper classmen in the 
GSL program have been substantial^ly increased is of little 
solace . 
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PLUS may be an adequate replacement at low-cost institutions for 
students displaced from GSL, The fact that the price of higher 
education has risen since 1980 more rapidly than inflation moans 
that fewer and fewer institutions can boast such a low cost 
that PLUS will be able totally to replace GSL. 

This analysis demonstrates another reason why the need for non- 
federal alternative loans will increase dramatically. In the 
past, the non-federal alternative loan programs have served 
largely upper-middle-income students and parents at high-cost 
institutions. The removal of GSL eligibility from a middle- 
income layer, along with increased prices at most institutions, 
means that alternative loans will increasingly become a 
necessity if widespread access and choice by the middle class 
is to continue. 



These shifts in the demographics of borrowers will have an 
effect at the institutional level as well. For post-secondary 
institutions with substantial portions of operating income 
coming from the Guaranteed Student Loan Program, the issue is 
less one of social policy regarding access and more one of 
institutional survival. At the institutional level, the 
implications of a reduction in student loan availability are 
substantial. Private and public institutions both will feel the 
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impact. Private colleges have higher prices and rely more 
heavily on loans to enable fami]ies to pay tuition bills* 
Public colleges and universities with lower prices argue that 
the formulation of eligibility requirements penalizes 
institutions with low prices because the high cost of education 
is one factor driving the amount of loan eligibility. 

Another obvious but significant result of diminished eligibility 
for GSL is that some students, especially in the private sector, 
cannot come up with money to pay for full-time study. 
Institutions are understandably eager to guarantee the 
availability of alternative loan funds for these students and 
their families. 

Many institutions initially believe that they can provide 
alternative loans by establishing their own programs or joint 
programs with a local lending institution. The student loan 
business, however, is considerably more complicated than it 
might first appear to a board of trustees or a financial aid 
office. In the NDSL loan program, colleges and universities 
were asked to administer and service student loan portfolios; 
the results were negative. Institutions which have for many 
years had effective small-scale loan programs using 




1? 

XVII - 12 



institutional funds have, as the demand for alternative loans 
has increased dramatically, been forceJ to turn to outside 
sources for help in loan administration and collections. 

In Massachusetts, such requests for assistance from colleges 
began arriving at the Massachusetts Higher Education Assistance 
Corporation in the early 1980s. By 1982, the corporation saw 
fit to establish a planning team made up of lenders, university 
representatives, and the corporate strategic planning department 
to design a prototypical non-federal alternative loan program. 
MILO, the Middle Income Loan Option, was the first design for 
such a program by a state guarantee agency. Between 1982 and 
1986, many new alternative loan programs were developed. Few 
prospered. The market for these programs was not great in the 
face of GSL and PLUS availability. 

The combination of the new restrictions of 1986 and increased 
college prices created an alternative loan program market. Yet, 
just as the alternative loan market accelerated, policymakers 
and educators voiced concern that students and their parents 
were having to borrow too much to pay for the price of higher 
education. Economists studying the value of human capital are 
reassuring about the lifetime value of education purchased vs. 
debt burden assumed. Americans, however, are accustomed only to 
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minimal borrowing for education. There has emerged a tension 
between the natural interest of the private sector to increase 
education loan product volume and concerns by leading educators 
that this zeal should be tempered wi^h debt counseling and 
caution about borrowing. 

The TERI Response 

In Massachusetts, the borrowing dilemma has been addressed by 
the establishment of a private, non-profit institution. The 
Education Resources Institute (TERI), which is governed jointly 
by representatives of the lending community and the educational 
community. TERI ' s mandate is to provide an alternative loan 
program and information, counseling, and research. The purpose 
of TERI is to address social and educational issues relc Led to 
the need for new sources of capital funding. Its charter 
states : 

The Corporation shall always be operated exclusively 
for charitable and educational purposes through 
assisting students in obtaining an education and 
through assisting educational institutions in 
providing an education in an economical fashion . 
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This broad mandate enables the corporation to adapt to changes 
in the student financial assistance universe. The broadness of 
the mandate, however, did not keep the drafters of the charter 
from also making rather narrow technical provisions to encourage 
the Institute in the establishment of an attractive alternative 
loan program. Secbion(b) of Article 2 of the corporate charter 
is noteworthy in that it offers a glimpse into the complexities 
of the alternative loan business. This section allows TERI: 



....to make contracts, gi^^e guarantees, and incur 
liabilities, including any secondary liability by way 
of guaranty or endorsement of the obligations of any 
student , his parent, or guardian , or of any 
educational institution; borrow money at such rates of 
interest as the corporation ^ ay determine ; issue 
notes, bonds, and other obligations; and secure any of 
its obligations by mortgage, pledge, or encumbrance 
of, or security interest in, all or any of its 
property, or any interest therein, wherever situated, 
for any of the purposes of the Corporation. 



The above dramatically illustrates the need for a specialized 
institution capable of dealing with the complicated interface 
between students, educational institutions, lending 
institutions, and institutions of public finance. 



After one year of operation, it is possible to summarize how 
TERI has been able, using its complex charter language, to 
establish a program for the ben'^fit of students and educational 
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institutions. In essence, in its fi^st year, The Education 
Resources Institute established the TERI Supplemental Loan 
Program . This program enables credit-worthy families to borrow 
up to $15,000 annually to pay education costs. Despite the 
considerable analysis indicating that there was need to provide 
families with increased ability to borrow for education, the 
waters in the fall of 1985 were largely untested. After nearly 
two decades in which family borrowing had been only minimally 
necessary outside of the federal programs, neither TERI analysts 
nor marketing experts at major banks were certain about the 
future of alternative family education borrowing, A number of 
lending instit^i tions were approached with the TERI idea. The 
institution willing to accept the risks attendant to being a 
pioneer was the Bank of Boston which made a significant 
commitment of personnel and capitals It contributed a 

substantial marketing effort on behalf of the TERI guaranteed 
program which at the Bank of Boston was designated "The Alliance 
Loan Program." The first Bank of Boston Alliance loan was 
disbursed in November, 1985. In return for its willingness to 
be the pioneer and take the risks of entering the market first, 
the bank realized volume of ten milxion dollars in the first 
year of the Alliance program. 
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The Institute has subsequently entered into detailed agreements 
with a total of seven lenders willing to offer these loans to 
students at favorable interest rates in return for the TERI 
guarantee that, in the event of default, lenders will be 
reimbursed. The ^ost recent participating bank is Chase 
Manhattan of New York. This marriage of a private, non-profit 
institution and banks willing to make private capital available 
for students is a model which many consider to be a prototype 
for higher education finance in the 1990s and beyond. Unlike 
other models being developed and tested, the TERI program does 
not require educational institutions to participate in the 
inherent risks; nor does it charge a fee to educational 
institutions. Families declared ineligible for federal 

guaranteed student loans by tighter eligibility restrictions 
have welcomed the availability of the TERI loans as a 
replacement. Others, especially in the graduate and 

professional schools, have been able to supplement federal loans 
with a TERI loan to enable them to meet high graduate school 
costs. 

Further, the TERI charter with its combination of a broad 
mandate and specific technical , financial language has ensured 
TERI flexibility in the creation of loan programs. Even in its 
first year, the Instiuate developed, in addition to its basic 
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prograni, two other models for supplementary financing. Together 
with Boston College, TERI shaped the EXCEL program providing 
family loans up to $15,000 a year, demonstrating that the basic 
TERI model could be adapted to specific needs of a single 
institution. In addition, TERI joined with Nellie Mae, Inc. and 
the Consortiu.ii on Financing Higher Education (COFHE) to 
demonstrate that a group of colleges and universities with 
similar interests and needs could band together to ensure that 
their supplementary loan requirements were met in the best 
possible way. This TERI, Nellie Mae, COFHE program is entitled 
SHARE. The SHARE program serves a consortium of 30 schools 
nationwide, including New England institutions such as Amherst 
College, Brown University, Dartmou"*".h College, Harvard 
University, the Massachusetts Institute of Technology, Mount 
Holyoke College, Radcliffe College, Smith College, Wellesley 
College, Wesleyan University, Wiliams College, and Yale 
University. 

The coiPbination of features in the TERI loan program has proved 
attractive. These features include: loans of up to $15,000 
annually; independence from federal funding including no needs 
test requirements and no income limits; independence from 
federal bureaucratic paperwork, making the TERI loan vastly more 
convenient and less expensive to administer for schools and 
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banks; long repayment terms of up to 15 years; and options to 
pay interest only while in school. Analysts believe that this 
combination of features accounts for the fact that in its first 
full calendar year of operation the program made available more 
than $20 million to students throughout the UnJ ted States, a 
figure considerably in excess of original estimates. The 
willingness of families to participate even more in the 
financing of their children's education was confirmed during 
TERI's first year of operation. 

The popularity of the TERI loan program was at least in part due 
to the fact that the TERI concept attempts to address the fuxl 
range of social and individual problems emerging in the 
transition from a period when society required relatively little 
participation in higher education finance by parents to a time 
when parents must participate more. The TERI concept is that 
providing additional loan assistance solves only a portion of 
the emerging set of problems. To address issues other than 
supplemental loan availability, the Institute has undertaken an 
ambitious program of activities designed to inform and guide 
students and their parents to ensure that access to higher 
education remains feasible for future generations. 
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The Higher Education Information Center at the Boston Public 
Library is a division of TERI and has helped more than iiO,000 
individuals gain access to higher education through its on-site 
counseling and information services, a toll-free hotline for 
information on career and financial aid opportunities, and 
workshop services held in community and school locations. 
Services are directed particularly to people who are unfamiliar 
with the financial aid and college admission processes. 

The Center is recognized as a national model because it nas been 
able to coordinate the efforts of and attract support from a 
wide variety of .-institutions. It is funded in part by 
contributions from 25 Boston area colleges and uni.ersities 
which value its ability to provide to urban students information 
about educational opportunity. The Massachusetts state 

legislature, through the Massachusetts Board of Regents for 
Higher Education, has recognjLzed the value of the Center with a 
grant of $190,000 to expand its toll-free information hotline 
and to develop special programs in six urban communities to 
inform high school students about higher education 
opportunities. The Boston Public Schools have recognized the 
Center by offering a grant to enable the Center to provide 
special programs for Boston students including college bus 
tours, ea^ly awareness programs, and a career/ school exposition. 
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At the federal level, the U.S. Department of Education, through 
the Fund for Improvement for Post-Secondary Education (FIPSE), 
hat! funded the developmen". of a peer advisor program to train 
Boston Public School graduates to conduct workshops for ninth 
and tenth grf aers on educational decision making and planning. 
In addition, federally sponsored educational opportunity centers 
rely on the Center for services to students. Other 
contributions to the Center have come from businesses such as 
the Digital Equipment Corporation and from non-profit 
associations such as the Massachusetts Association of Student 
Finai.cial Aid Administrators (MASFAA) . The Boston Public 
Library and the Roxbury Community Action Program in Boston both 
have made contributions in kind towards the Center's activities. 
One of the Center's outstanding achievements was participation 
in the development of the Action Center for Educational Services 
and Scholarships (ACCESS). ACCESS has gained national 

recognition by providing Boston public high school students with 
financial aid information and college advising as well as with 
"last dollar" scholarships for students who receive insufficient 
aid from other sources to cover school costs. Both ACCESS and 
the Higher Education Information Center received crucial initial 
assistance from the Massachusetts Higher Education Assistance 
Corporation. 
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It is these "non-loan program" features which make TERI unique 
and which have attracted wide attention to the TERI model. 
Other initiatives by TERI for assistance beyond providing loans 
include : 



Early awareness programs about financial aid and the 
promotion of planning in financing education, including 
pamphlets, posters, cablevision, or other audio and visual 
techniques • 

Loan counseling and default reduction programs for 
participants in education loan programs. 



Training of financial aid administrators, including 
contracts or gran .s to professional organizations. 

Assistance to persons who have education loans but who, 
because of below-average salary or public service 
commitment, face severe difficulty in making loan payments. 
These programs include options for interest rate buy-downs, 
graduated repayment programs, and the restructuring of 
loans on a private basis. 
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o Enhancement of education loan origination and processing 
technologies for lenders and educational institutions. 



Given the fact that a wholesale revision of federal and state 
systems of support for higher education is unlikely in the near 
future, that state tax-exempt programs have the limitations 
outlined above and that private for-profit lending institutions 
are generally unable to address the issues of training and 
education about debt burden and debt management, the TERI model 
is attractive. 

Economists, public policy analysts, and experts on massive 
federal assistance programs will all continue to produce 
detailed and valuable studies outlining what "could be" given 
different political and historical forces or given the sud-ien 
availability of massive amounts of federal funds. In the 
meantime, the TERI modt^l on how a private, not-for-profit 
institution can cooperate with private, for-profit lending 
organizations to produce both capital availability and guidance 
and information for iriividuals is in place and working well. 
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SUMMARY 



On January 29, 1987, the Lilly Endowment announced a $50 
million gift to the people of Indiana in commemoration of the 
Indianapolis-based charitable foundation's 50th anniversary. 
What started with the Lilly Endowment Board's decision to 
help Indiana students finance their education, and ended with 
the implementation of the new Lilly Endowment Educational 
Award (LEA) program, is an interesting case study of the role 
of research in decision-making. The Endowment Board had 
a clear vision of its goal and a firm idea of its bottom 
line. The models described in this report played a key role 
in helping the Board determine how it would pursue its goal 
within the established bottom-line limits. 
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DESIGNING A PUBLIC- PRIVATE PARTNERSHIP TO ASSIST STUDENTS: 
A CASE STUDY OF THE LILLY ENDOWMENT EDUCATIONAL AWARD PROGRAM 
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I. INTRODUCTION 

On January 29, 1987, the Lilly Endowment announced a $50 
million gift to the people of Indiana in commemoration of the 
Indianapolis-based charitable foundation's 50th anniversary. 
The gift will fund a program of grants for post-secondary 
students. The Lilly Endowment Educational Award (LEA) 
program will make its first awards in the 1987-88 academic 
year and will be sustained by initial funding for seven to 
eight years. 

The LEA program announcement culminated six months of 
planning by the Endowment, aided indirectly by the the 
Indiana Commission for Higher Education (ICHE) and the State 
Stuaent Assistance Commission of Indiana (SSACI). Beginning 
in August of 1986, the two commissions sponsored a survey of 
institutional costs and available student financial aid — 
the Indiana Post-Secondary Education Financing Study -- that 
made possible an analysis of the strengths and weaknesses of 
the current student aid effort. In November of 1986, SSACI 
provided sample family financial and student award data that 
made possible the simulation of a variety of formula options 
for distributing a new pool of grant money. Both research 
efforts were conducted under contract by Applied Policy 
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Research, Inc. (APR) and both were underwrittun by the Lilly 
Endowment . 

The Lilly Endowment assigned administrative 
responsibility for the LEA program to SSACI . Students follow 
the same procedure in applying for an LEA award as for an 
Indiana Higher Education Grant Program award: by sending a 
Financial Aid Form (FAF) to the College Scholarship Service 
(CSS) and requesting that a copy be sent to SSACI. SSACI 
determines eligibility and calculates the award amount for 
both programs in a single process. Applicants for awards in 
1987-88 received notification of aware or award denial due 
to lack of need, during the week of May 18, 1987. 

II. ANALYZING EXISTING COST COVERAGE 

The Indiana Post-Secondary Education Financing Study's 
analysis of coverage of current aid programs formed the basis 
for the Lilly Endowment's decisions concerning targeting of 
LEA grants. A comprehensive report on the findings of the 
study is found in a publication entitled Remaining Cost: An 
Analysis of Student Self-Hel p Expectations ia Indiana Post- 
Secondary In stitutions , published in April of 1987. 

The focus of the study was the just-ended 1985-86 school 
year. The objective was to take a snapshot of costs and 
expenditures at the point when the ledgers were closed on 
that year. The study was an empirical investigation into how 
financial responsibility for the cost of undergraduate 
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attendance at Indiana post-secondary institutions was 
actually apportioned to parents, non-family sources of funds 
and students. The study required the documentation of three 
sets of information; 

• Educational costs at each post-secondary institution 
m the state. 

• Levels of financial support expected of parents of 
dependent students in each post-secondary institution 
m the state. 

• Every dollar of financial aid, exclusive of 
Guaranteed Student Loans, from federal, state, 
institutional and private sources disbursed to 
students in each post- secondary institution in the 
state . 

Indiana students and institutions benefit from a mature 
and well-financed state aid program. The program was ranked 
10th nationally in total dollars offered in 1986-87 and 
offers assistance to roughly 30,000 students annually. 
Awards cover a fixed percent of a student's need — based on 
tuition and fees. Recognized private college tuition is 
controlled by a cap that relates to public tuition plus 
average state per student investment in public institutions. 

The study identified two significant impacts of the 
state program. First, because it is like the Pell program 
and targets assistance to the high-need student, the state 
program ensured that students from the lowest income families 
had substantial grant assistance available as they considered 
the option of attending an Indiana post-secondary 
institution. Second, unlike the federal program, there ia a 
strong emphasis on educational choice in the Indiana state 
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program. Sizeable state grants were offered to students from 
low and lower-middle income families who attended private 
institutions. These grants were larger than those for 
comparable students attending lower-priced public colleges 
and covered a larger proportion of educational cost than the 
Pell grants. 

The criterion for evaluating the strengths and 
weaknesses of the current financial aid effort was the 
proportion of educational cost covered by the parental 
contribution in combination with federal, state and 
institutional financial aid, exclusive of GSL borrowing. 
Stated conversely, the criterion was the proportion of cost 
that remained for the student to cover by a combination of 
savings, work and borrowing. 

By this criterion, the comprehensive student financial 
aid effort in Indiana was relatively strong for students from 
the lowest income families (under $12,000). Here, the 
combination of , parental contribution and available aid 
covered between 40 and 60 percent of educational cost, 
depending on institution. By contrast, students from modest 
income families ($12,000 to $18,000) were supported at a 
level between 35 and 53 percent of their respective 
educational costs. At an income of $24,000 student support 
had recovered to the level of the lowest income families, 
primarily because the amount of resources expected from 
parents had increased. Beyond an income of $30,000, student 
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aid was a relatively insignificant component of educational 
financing as expected contributions from parents rose to a 
level where they co^-er at least 60 percent of educational 
cost. 

Targeting of the Pell and Indiana state programs ensures 
a solid foundation of assistance for the student whose family 
can contribute nothing toward educational costs. However, as 
family income and assets achieve a level where small amounts 
of assistance are expected, federal and state support has 
already dropped off significantly leaving a higher proportion 
of cost to be borne by the student. 

While no empirical evidence was developed in this study 
to demonstrate that higher levels of remaining cost impede 
attendance or educational progress, these students were 
typically left with a self-help expectation that exceeded the 
prevailing borrowing limits of the Guaranteed Student Loan 
Program. It is not a question of whether the student had to 
save, work or borrow in order to balance the educational 
budget; more than likely all three were called into play if 
the student was to pursue his education full-time. Higher 
authorized borrowing limits in upcoming years will have a 
bearing on this issue. 



III. PLANNING THE NEW GRANT PROGRAM DESIGN 

When making its gift to the people of Indiana, the Lilly 
Endowment specified a range of annual spending as well as the 
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generic formula structure for the awarding of individual LEA 
grants. The intended role of the LEA money is made explicit 
in the award formula. What follows is an outline of the 
goals and objectives of the LEA program and a description of 
the components of the award formula. 

GOALS AND OBJECTIVES 

In the words of Thomas H, Lake, Chairman of the Board of 
the Lilly Endowment, the Endowment gift "recognizes the 
importance of higher education 1o individual fulfillment and 
to the vitality of the state as a whole. It also responds to 
recent data showing that Indiana residents are not keeping 
pace with the nation in i,arsuing an education beyond high 
school. In part, this appears to be due to an unmet need for 
financial assistance.*' From the beginning, the planning 
process was dominated by the Lilly Endowment Board's concerr 
over Indiana's low post-secondary participation rate. The 
research effort attempted to correlate participation with 
indications of disproportionate financial burden. 

The Indiana Post-Secondary Financing Study found that, 
in 1985-8^, s'^udents from lower-middle income families were 
faced wi-ch relatively weak support from student financial aid 
sources and relatively little that could be expected of 
parents. Census Bureau data for the same period suggested 
that post-secondary participation rates for young people from 
lower-middle income families were not much higher than for 
those from the low income families. 
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In light of these suggestive findings, the Endowment 
staff and Board began exploring ways of filling gaps in the 
curr-ent comprehensive student financial aid effort. The 
Endowment Board decided to concentrate on leveling and 
lowering the proportion of educational cost that currently 
remains for the student to cover with savings, work and 
loans. The Endowment Board also chose to do this in 
partnership wi-^.h federal and state grant programs rather than 
operating independently of those programs. 

Building on a foundation of parent contribution and 
existing governmental grants, the Endowment's objective was 
to offer Indiana students attending any post-secondary 
institution in the state a guarantee that a certain, 
substantial percentage of their cost of attendance would be 
covered. 

LEA AWARD FORMULA 

The LEA award formula combines the expected family con- 
tribution, the student's Pell grant, and the student's state 
grant with an LEA award to reach a fixed pr^ portion of his or 
her cost of attendance. Stated simply, the foi.nula is: 
Gap = (Cost X LEA%) - EFC - Pell - State 

where: Gap = supplemental eligibility 
Cost = cost of attendance 
LEA% = target percent of Cost 
EFC = expected family contribution 
Pell = federal Pell grant 
State = Indiana state grant 

if chosen institution is public: LEA Award = Gap 

if chosen institution is private: LEA Award = Gap x 0 . 50 
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The components of this formula are described briefly below. 

Cost of Attendance 

The cost of attendance consistj of actual tuition and 
fees at the institution attended plus a standard maintenance 
allowance. The maintenance allowance varies by institution 
type and is based on a survey of actual campus allowances for 
dependent students; there is no special maintenance allowance 
for self-supporting students. 

Expected Family Contribution 

The LEA program assumes that the contribution from 
parents of dependent students is equal to the Expected 
Parental Contribution (PC) of the Uniform Methodology, For 
self-supporting students, the LEA program e:cpects a 
contribution from student and spouse equal to the Pell 
Student Aid Index (SAI). Both indices are calculated by the 
College Scholarship Service based on the Financial Aid Form. 
These are the same family expectations used for the Indiana 
state grant program. 

Pell and State Grants 

An estimate of the student's likely Pell grant and the 
actual amount of the state grant award r.re factored into the 
LEA award determination. If the percent of educational cost 
covered by the combination of family contribution, Pell 
grant and state award exceeds the percent of cost criterion 
for the LEA program, no LEA award is made. 
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Gap 

The gap IS the difference between the target cost (cost 
of attendance multiplied by the target percent) and the 
combination of family contribution, Pell grant and state 
award. In a public institution the gap would be fully filled 
by the LEA award. In a private institution, only half of the 
gap would be covered by LEA money; the remaining half is to 
be covered by a matching institutional grant. 

The private school match is a challenge to private 
institutions to attract additional private contributions to 
the student aid effort and a recognition that a significant 
amount of private grant money is already committed to 
covering student costs. The practical effect is to limit the 
maximum size of the LEA award. Most grant programs place 
out-right limits on the award size by capping either the 
allowable cost or the award amount; neither is done in the 
LEA program. 
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IV. PROJECTING FUTURE PROGRAM EXPENDITURES 

A computer simulation and expenditure projection model 
were designed to assist the Lilly Endowment Board and staff 
in planning the LEA program for 1987-88 and beyond. Because 
the design of the LEA program builds upon educational grants 
of the federal and state governments, the simulation program 
needed to estimate the likely grants from both governmental 
programs before it could estimate the LEA award. To set this 



three stage simulation in motion, spending limitations of not 
only the LEA program, but also of the Pell and Indiana state 
programs, had to be taken into consideration. 



INITIAL ASSUMPTIONS 

Pell Grant Assum e :ions 

Prospects appeared good for increased spen 'ing in the 
Pell grant program. Because increased Pell funding would 
make it possible to lift the ratable reducti^^n of payments 
that had been imposed in 1986-87, a full payment schedule 
with a $2,100 maximum award was assumed in the 1987-88 
projections . 

State Grant Assumptions 

As the Indiana General Assembly began its deliberations 
on 1987-89 appropriations, the Budget Committee proposal for 
the Indiana Higher Education Grant Program called for total 
1987-88 spending (including federal State Student Incentive 
Grant monies) of $33.7 million > aboui^ $2.1 million above the 
1986-87 level. This led the SSACI staff to project a 
possible increase in the percent of need covered (based on 
tuition and fees only) from 75 percent in 1986-87 to 80 
percent in 1987-^3, with the cap on independent college 
tuition raised to $4,G24. 

LEA Grant A. ^sumptions 

The Lilly Endowment Poard stated its intention that 
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its $50 million gift should fund a program of seven to eight 
years' duration, implying a first year expenditure of $5-6 
million. Based on early projections, it seemed reasonable to 
assume that between 45 and 50 percent of attendance cost 
could be covered by the combination of Pell, state and LEA 
grants if the Pell and state assumptions described above were 
to hold. 

BALANCING THE BOTTOM LINE 

The initial projections showed likely state and LEA 
spending in 1987-88 substantially above desired levels. This 
stimulated discussion among both the SSACI and Endowment 
staff about the reasonableness of thexr respective program 
assumptions. The SSACI executive director advised that it 
would be unwise for the LEA program to assume a percent of 
need criterion for the state program that would great J y 
exceed $34 million in total spending. The Endowment Board 
likewise advised that it did not want to risk an early 
depletion of its $50 million gift by setting its sights too 
high. 

The goal of reducing projected state expenditures was 
accomplished by lowering the percent of need criterion to 75 
percent, the same level as the 1986-87 year. While gross 
awarding would reach $43.1 million, net expenditures at the 
"-ypical rate of 80 percent utilization would be $''4.5 
million. This level of state award became the background 
assumption for the revised LEA projection. 
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V combined with the x'evised lixdiana state program 
assumption ui 75 percent of need, the goal of reducing 
projected LEA program expenditures was accomplished by 
lowering the percent of cost criterion to 43 percent . Gross 
LEA awarding would reach $6.62 million; net expenditures at 
80 percent utilization would be $5.30 million a level of 
projected spending within the limits set by the Lilly 
Endowment Board. 



V, IDENTIFYING IMPACTS OF THE NEW PROGRAM 

Because of its linkage with the major federal and state 
grant programs, the LEA program will distribute awards in a 
pattern that makes sense only in the context of each 
student's entire aid package. The highest priority target 
for a LEA award is the student who is furthest from achieving 
coverage of 43 percent of attendance costs when the expected 
parental contribution, the Pell grant and the state grant are 
added together. This is typically not the student with the 
greatest initial "need" in absolute terms since this student 
is targeted by the state and federal grant programs. The 
following statistics from the 1987-88 LEA awarding illustrate 
this point: 

• No LEA grants will be made to students with 
maximum eligibility for both state and Pell 
awards . 

• The largest average LEA grant in public colleges 
($750) will be awarded to students in the 1,350 
to 1,450 PC range. 
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• About one-third of the LEA granL recipients will 
receive neither a Pell nor a state grant. 

The LEA awards clearly gravitate toward the student least 
well-served by the state and Pell grant programs: the student 
from a lower-middle income family. 

A strong relationship exists between institutional cost 
and eligibility for LEA awards. This, too, can be understood 
only with reference to the focus of the Pell and state grant 
programs. Low cost public institutions are in a relatively 
advantageous position with respect to the Pell grant program; 
the Pell covers the largest proportion of attendance cost at 
institutions with total cost below $3,500. Low cost private 
institutions are in a relatively advantageous position with 
respect to the Indiana state grant program; the state grant 
covers the largest proportion of attendance cost at 
institutions with tuition at or below the program cap of 
$4,624. Because of the linkage with federal and state 
programs, the largest aggregate LEA program spending is in 
the higher cost institutions in both the public and private 
sectors. To illustrate this point: 

• Purdue University students will receive over 
$1 million in LEA grants in 1987-88. 

• A relatively small number of students in the 
Indiana Vocational Technical Colleges will 
receive LEA awards in 1987-88. 

• Some low cost private institutions will have no 
LEA recipients in 1987-88. 

The overall impact of the LEA program on educational 

financing in Indiana will be significant. More that 11,000 
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students will receive LEA awards in 1987-88 ranging from $200 
to $1,250. The average award will be $555. In the 
aggregate, approximately $5 million of new money will be 
available to help Indiana students finance their post- 
secondary educations . 

VI. USING RESEARCH IN DECISION-MAKING 

What started with the Lilly Endowment Board's decision 
to help Indiana students finance their education, and ended 
with the implementation of the new Lilly Endowment 
Educational Award (LEA) program, is an interesting case study 
of the role of research in decision-making. The Endowment 
Board had a clear vision of its goal and a firm idea of its 
bottom line. The models described in this report played a 
key role in helping the Board determine how it would pursue 
its goal within the established bottom-line limits. 

The findings of the Indiana Post-Secondary Education 
Financing Study offered general direction for potential 
targeting of additional student aid. However, the reser^-'ch 
model of that study lacked the power and precision necessary 
to determine what a specific formula approach would achieve 
ill terms of typical awards per student, and what would 1^^. 
required in terms of aggregate spending. The projection 
model filled both of these needs and gave the Lilly Endcv^nent 
Board a glimpse of what its gift might accomplish. The 

ERJC XVIII • 16 



ERIC 



iterations of modelling gave the Board control over the 
policy parameters influencing bottom line spending. 

Projections for the LEA program had the additional 
effect of influencing other decisions about spending for 
financial aid. Prior to the projection run, the General 
Assembly Budget Committee allocation seemed sufficient to 
achieve the desired higher level of support for students. 
However, intermediate projections for the LEA program showed 
that planned state spending would fall short of fully funding 
a program at 80 percent of need. These projections were 
communicated to SSACI staff and, through the-n, to leaders 
in the General Assembly. It is not entirely accidental that 
additional funds were added to the SSACI appropriation during 
the legislative session. 

The simulation of various assumptions allowed the Lilly 
Endowment Board to weigh alternatives and, by the end of 
January 1987, announce with relative certainty that the LEA 
target was 43 percent of educational cost. While all who 
deal with Indiana student aid recognized that this criterion 
could change, early announcement of the target allowed campus 
financial aid officers to plan cheir packaging around a 
reasonably sure foundation of federal, state and LEA grants. 
This in turn may have encouraged early planning by students 
and parents -- and thereby may help achieve the broader goal 
of increased participation in post-secondary education. 

9^- ..... li2 
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Executive Summary 



The purpose of thi^ study is to examine the impact of 
working on the academic performance and persistence of a sample 
of full-time undergraduate students enrolled in Washington 
State's public and private colleges and universities. 

The f undaraen tal conclusion of the report is that work has no 
impact on the academic performance and very little impact on the 
academic progress of full-time undergraduate students in 
Washington 's colleges and universities. Nei ther the number of 
hours worked nor the rate of pay has a strong impact on a 
student's grade point average, number of credit hours attempted, 
or the ratio of credits earned to credits attempted. For 
persistence, the working student, on average, will take slightly 
longer to complete college than the non-worker. Our estimate is 
that the additional time will be about one-third of an acaoemic 
term. These findings a^e consistent with other research studies 
on the relationship betv\een working and studying. 

Other highlights include: 

o The best predictor of college grade point average is 
high school grade point average 

o The longer a student is enrolled, the higher the grade 
point average, regardless of work experience while 
enrolled 

o Older students perform better ac^-demically than younger 
students 

o Independent students perform better academically than 
dependent students 

o Working in the State Work Study program is positively 
coi related with grade point average 

o State Work Study students generally have higher grade 
point averages than College Work Study students o*- non- 
workers 

o Students with high financial need do better when 
working in the State Work Study program 

o Students who work have a higher course completion rate 
than non-workers 



WORKING WHILE STUDYING: DOES IT 



MATTER? 



An Examination of the Washington Work 



Study Program^ 



Introduct ion 



Educators, parents, students and policy makers are becoming 
increasingly concerned about how families will meet the climbing 
costs of college. College cost increases in recent years, 
averaging nearly ten percent per year and nearly double the rate 
of inflation, threaten to restrict educational opportunity. 
Grant and loan programs are not keeping pace with cost increases, 
thus putting added pressure on families and students to provide a 
greater share of overall costs. In this climate, working while 
studying is becoming more commonplace and enjoys widesp]^ead 
support from policy makers. 

Purpose of the Study 

The purpose of this study is to examine the impact of 
working on the academic performance and persistence of a sample 
of full-time undergraduate students enrolled in Washington's 
public ard private colleges and universities during the period 
from Fall 1983 through Spring 1985. The study focuses on the 
following questions: 



^This paper is based on a study of the Washington Work 
Study program conducted by Augenblick, Van de Water & Associates, 
Denver, Colorado. A copy of the full report may be obtained from 
the Washington Higher Education Coordinating Board, 908 East 
Fifth Avenue, Olympia, WA 98504. 
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(1) Do students who are employed part-time perform as well 

academically as those who are not employed? 

(2) Is there a relationship between number of hours worked 

and academic performance? 

(3) What impact does working part-time have on student 

pers is t ence? 

(4) Does location of work (on-campus versus off-campus) 

make a difference in academic performance or 
pers is t ence? 

(5) Does working in a career-related field make a 

difference in academic performance or persistence? 



The Washington State Work Study Program 

The Washington Work Study Program is the largest state 
sponsored work study program in the nation and the second oldest 
(behind Colorado) > 

The Washington Work Study Program was begun in 1974 

• • .to provide financial assistance to needy students 
attending eligible post-secondary institution.^ in the 
state of Washington by stimulating and promoting their 
employment, thereby enabling them to pursue courses of 
study at such institutions. An additional purpose of this 
program shall be to provide such needy students, wherever 
possible, with employment related to their academic 
int eres t s^ 

Students are eligible to participate in the program if they 
are Washington residents who demonstrate financial need, are 
enrolled at least half-time in an eligible institution, are 
deemed capable of maintaining good academic standing, and are not 
pursuing a degree in theology. 
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^Chapter 28B.12, section 28B. 12.020, laws of Washington. 
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Summa ry of Research on the Impact of Working on Academic 
Performance and Persistence 

Literature on the impact of work on student performance and 

retention is relatively scarce. The available literature tends 

to support the conclusion that part-time employment does not have 

an adverse impact on a student's grade point average, even if the 

student is on academic probation. ^ Xoo much work, however, does 

seem to have an adverse impact on student performance. As 

Martin concludes, 

On-campus employment during a student's freshman 
year in particular seems to enhance the student's 
chances of complet ing school . Several additional 
studies show that student employment does not have 
a negative impact on a student's grade point average, 
provided that such work does not exceed twenty hours 
per week.^ 

Other studies focusing on retention or persistence generally 
conclude that some work increases the chances of a student 



3 See : Jerry Augsburger , "An Analys is of Academic Performance 
of Working and Non-Working Students on Probation at Northern 
Illinois University", The Journal of Student Financial Aid . Vol. 
4, No. 2, June 1974; Judith F. Hammes and Emil J. Haller, "Making 
Ends Meet : Some of the Consequences of Part-Time Work for College 
Students", Journal of College Student Personnel . November 1983, 
pp. 529-534; J.B. Henry, "Part-Time Employment and Academic 
Performance, " Journal of College Student Personnel , 1967 , 8(4) , 
257-260; Albert B. Hood and Cheryl K. Maplethorpe, "Bestow, Lend, 
or Employ: What Difference Does it Make?" New Directions for 
Institutional Research . 1980, Vol. 7, No, 1, 61-73. 

'^See: Herta Teitelbaum, "Factors Affecting the 
Underachievement of Academically Able College Students," 
unpublished paper, October 1983 and Alexander Astin, Preventing 
Students from Dropping Out . San Francisco: Jossey-Bass, 1975. 

SA. Dallas Martin, Jr., "Financial Aid", Chapter 11 in 
Increasing Student Retention: Effective Programs and Practices 
for Reducing the Dropout Rate . Lee Noel, Randi Levitz, Diana 
Saluri and Associates, San Francisco: Jossey-Bass, 1985, p. 206. 
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persisting through a degree.^ One study states that "available 
research supports that the retention and success of students are 
linked to *meaningful involvements 'while in school. Work 
exper iencei^> rank as one of the most common and productive 
involvements for all college students, ""^ 



The full study design included three parts: a sample of 
institutional student records for students on State Work Study, 
College Work Study, and non-working financial aid recipients; a 
survey of campus administrators; and a survey of the students 
selected into the sample. Only the analysis of student records 
is covered here. 



Student Record Data 

Obtaining student records involved drawing a stratified 
random sample of financial aid recipients from a sample of 
colleges and universities in Washington state. The twelve 



®See: Richard A. Voorhees, "Financial Aid and Persistence: 
Do Federal Campus-Based Aid Programs Make a Difference?" , The 
Journal of Student Financial Aid , Vol 15, No. 1, Winter 1985 , pp . 
21-30; Dawn G. Terkla, "Does Financial Aid Enhance Undergraduate 
Persistence?, The Journal of Student Financial Aid , Vol . 15 , No. 
3, Fall 1985, pp. 11-18; Tullisse A. Murdock, "The Effect of 
Financial Aid on Student Persistence" , paper given at the 
Association for the Study of Higher Education Annual Meeting, San 
Diego, February 1987. 

''John R. Bazin and George Brooks, "The Work Experience 
Program - A Collaborative Effort Between Financial Aids and the 
Career Planning and Placement Center", The Journal of Student 
Financial Aid , Vol. 4, No. 3, November 1974, 25-29. 



The Study Desif(n 




XIX 



- 4 



institutions included in the study are: 

College/University 

University of Washington 
Washington State University 
Eastern Washington University 
Western Washington University 
Lower Columbi a Communi ty College 
North Seattle Community College 
Spokane Communi ty College 
Spokane Falls Community College 
Pacific Lutheran University 
Seattle University 
University of Puget Sound 
Whitworth College 

Drawing the Sample. The population to be sampled was all Fall 
1983 full-time undergraduate financial aid recipients at the 12 
participating institutions. The original data set, before 
editing, contained the following number of cases for each group: 

a) Students receiving a State Work Study award: 1,001 

b) Students receiving a College Work Study 

or Institutional Work Study award: 1,342 

c) Students receiving financial aid 

but not working: 1,265 



TOTAL 3,608 



Data Preparation. The data set was edited to remove reporting 
and keypunch errors and to insure that valuer were in appropriate 
ranges. This effort resulted in 424 cases (12^^;) being eliminated 
from the file. The analysis tape subsequently contained 3,184 
teases suitable for analysis. 
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Results of the Study 



The issues of interest to this s tudy relate to working. 
However, we discovered that many students who receive an annual 
work study award do not actually worK in every academic term 
during the year of the award, therefore, we re-sorted the cases 
into three groups based on whether or not each student actually 
worked during each term. Students are classified as work study 
students only for those academic terms in which they actually 
worked. Using this procedure, the observations were re-sorted 
according to the following rules: 

Group One; State Work Study Only. S tuden ts who worked 
only under the State Work Study program are assigned to Group One 
only for those academic terms in which they actually worked. 

Group Twc: College Work Study or Institutional Work Study. 
Students who worked in either College Work Study or were employed 
by the institution (through the financial aid office) are 
assigned to Group Two only for those academic terms in which they 
actually worked. 

Group Three ; No n -workers . Students who did not work 
during a given academic term, even though they may have received 
a work study award, are assigned to Group Three for that term. 
Similarly, students who received financial aid (either grant or 
loan) but did not work under any work study program are assigned 
to Group Three for every term. 



In this way a student's assignment to a group varies with 
each academic term depending on whether or not the student worked 
during that term. All other characteristics of the student , e. g, 
grade point average, credit hours attempted, credit hours earned, 
and demographic characteristics, also moved with the student, 
^ changing by term where appropriate. For each semester student, 
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therefore, there are a maximun) of four separate data records 
re:>resenting the four semesters covered in the study. For each 
quarter student there are a maximum of six separate data records 
representing the six quarters covered in the study. Numerous 
students will have less than the maximum possible number of data 
observations because they graduated, transferred, or dropped out 
during the period under study. In addition, because we focused 
on full-tire students, students who ...tered the sample as full- 
time students but later dropped to part-time status were 
eliminated fx-om the analysis for any academic term in which they 
were enrolled part-time.^ 

Because students who received a work study award frequently 
did not work each of the academic terms during the year of the 
award, the distribution of cases by group changed significantly. 
Using the approach described above, the 3,184 cases on the 
analysis tape represented 11,671 valid data observations that 
were distributed into the three groups as follows: 

Number of 
Observat ions Percent 

Group One (worked in State Work Study) - 2,154 18.5% 

Group Two (worked in CWS or IWS) - 2,892 24.8 

Group Three (non-workers) - 6,625 56.7 

Total Observations 11,671 100.0% 



^This d-cision was made after the regression results for all 
students (including part-time enrollees) showed that part-time 
students made no statistically significant differences in the 
O Sression results. 
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Overview of the Data 

As a first step, we examined how closely the study sample 
resembles the total population of financial aid recipients in the 
state. In general, students in the sample population are 
younger, report slightly higher parental income, are 
proportionately distributed by sex, and are more likely to be 
dependent students than the statewide population of financial aid 
recipients . 

As a second step, we examined the demographic and financial 
aid characteristics of the three groups to be analyzed: (1) those 
working under the State Work Study Program; (2) those working 
under either the College Work Study Program or institutional work 
study programs; and (3) those receiving financial aid but not 
working. Table One compares the three groups on basic 
demographic and financial aid characteristics. Students in State 
Work Study tend to be slightly older, are more likely to be 
independent of parental support, earn more per hour while 
working, have higher need, receive more in grant aid, and receive 
less in loan aid. Percentages in the table are based on data 
observations, rat! er than individual cases. The major impact of 
this method is that some students in one group will show work 
study awards in programs outside that group because the data 
observations cover each academic term over a two year period. 
For example, a Group One student (State Work Study) may show a 
College Work Study award. This occurs when a student switches 
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from one program to the other between the two academic 
under review. 



TABLE ONE 



COMPARISON OF FINANCIAL AID 

BY GROUP, 



RECIPIENTS IN THE STUDY, 
1983-84 



Group One 

(SWS) 

23.0 



Average Age 

Sex 
Male 
Female 

Race 
White 
Other 

High School GPA9 

Dependency Status 
Dependent 
Independent 

Marital Status 
Marr i ed 
Single 

Parental Income 
Year in School 

Freshman 

Sophomo r e 

Junior 

Senior 

Average Hours Worked 

Per Week H, 7 

Wages ($/hr)* $4.77 

Need $5,767 



43. 1% 
56.9^ 



78.5^ 
21.55^ 

3.28 



48.45fe 
51.6^ 



7 . 8% 
92 . 2% 

$20, 794 

16. 3^ 
30 . 05^ 
25.4% 
28. 6% 



Group Two 
(CWS/IWS) 

21.9 



43 . 2% 

56 . 



83. 3^' 
16. 7^ 

3. 27 



62. 1% 
37. 9^ 



6.4^ 
93. 6% 

$21,456 

21.4% 
33. 3% 
20. 8^ 
24.5% 



11. 3 
$3.89 
$5,497 



Group Three 
( Non-workers ) 

22.7 



49. 75^ 
50.3% 



75.8% 
24.2% 

3.28 



54.0^1^ 
46.051; 



8.0% 
92. 0^ 

$21, 087 

16.55^ 
24.9% 

2' 

32.3% 



-0- 
$ -0- 
$5, 175 



^Covers students enrolled in four year colleges only; two 
year college students' records do not contain inf ormat ion ' on high 
school grade point average. 
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TABLE ONE Continued 



COMPARISON OF FINANCIAL AID RECIPIENTS IN THE STUDY, 

BY GROUP, 1983-84 



Group One 
(SWS) 



Group Two 
(CWS/IWS) 



Group Three 
(Non-workers ) 



Grant* $1,841 
Loan* $ 950 



College Work Study 
Award* $ 
% of Observation 

with non-zero 

amount 



715 
17.7 



Inst. Work Study 

Award* $ 308 

X of Observations 7.0 
with nop-zero 
amount 

State Work Study 

Award* $1,426 
X of Observations 90.2 

with non-zero 

amount 



$1 , 805 
$ 813 



$1 , 079 
73.2 



$ 660 
24. 1 



$1 , 059 
19.6 



$1,590 
$1, 194 



$ 741 
12.7 



$ 703 
7.3 



$ 901 
14.8 



* Award is the average for those receiving any non-zero amount. 
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For State Work Study and College Work S tudy/ Ins t i tut ional 
Work Study, the distribution of observations by average hours 
worked per week and wages is shown in Table Two, Two-thirds of 
all work study students work between 10 and 20 hours per week. 
Students in Co 1 1 ege/ Ins t i t ut ional Work Study are more apt to work 
less than 10 hours than students in State Work Study (34.3% 
versus 27.25;;). State Work Study students have higher hourly 
wages than College/Institutional Work Study students. While most 
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students in both programs earn between $3,50 and $5,00 per hour, 
one-third of State Work Study students earn more than $5,00 per 
hour while 27.5 percent of College/Institutional Work Study 
students earn less than $3,50 per hour. 



TABLE TWO 

AVERAGE HOURS WORKED PER WEEK AND HOURLY WAGES, BY PROGRAM 



Average Hours Worked Per Week 

1-9 10-14 15-20 21-4 0 



State Work Study 27,2^ 50.0^ 20.8^ 1.9% 

College/Institutional 34.3^ 41.7^ 21.8^ 2.2^ 
Work Study 

Total 31,3^ 45.2^ 21.4% 2.1% 



State Work Study 



< $3.50 



8.4% 



Col lege/ Inst i tut ional 27. 5* 
Work Study 



Wages Per Hour 



$3. 50 - 5.00 
58.0^ 
64.1% 



> $5.00 
33. 6% 
8.5% 



Total 



19.4% 



61.5^ 



19. 1% 



Results of the Regress i on Analyses 

The data set for this study is "rich" in providing raw 
material for analysis. There are many hypotheses that could be 
tested using these data in regard to a variety of questions about 
the factors that influence academic performance and persistence. 
Our focus, however, was on the impact of work on academic 
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performance and persistence. Our approach to these questions 
centered on two lines of inquiry. First, we wished to examine 
the impact of work on academic performance. In order to do this, 
we used the student*s grade point average (GPA) as the indicator 
of academic performance. Second, we wished to examine the impact 
of work on student persistence. We had two choices: (1) to 
examine the differences between those students who persisted and 
those who did not; and (2) to examine the differences in rate of 
progress toward a degree. Initially we looked at the differences 
between those who persisted and those who did not. 
Unfortunately, the size of the population of non-persisters was 
too small (N = 258) to mal:e further analysis worthwhile. 
Therefore we concentrated on the second approach through an 
analysis of credit hours attempted and the ratio of credit hours 
earned to credit hours attempted. Table Four provides the mean 
and standard deviation, by group, for each of the variables that 
indicate academic status (later to be used as dependent variables 
in the regression analysis). State Work Study students (Group 
One) had a slightly higher mean GPA han the other two groups, 
attempted the same number of credit hours per term, and completed 
the same ratio of credit hours. Overall there is little 
difference among the three groups. 
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TABLE FOUR 



SUMMARY DESCRIPTION OF DEPENDENT VARIABLES USED IN 

REGRESSION ANALYSES 



Var iab 1 e 



GPA 

Credit Hours 
Attempted 

Ratio of Credit 
Hours Earned to 
Credit Hours 
Attempted 



Group One 

(SWS) 

Mean s . d . ♦ 
2.94 .81 



.92 .25 



Group Two 
(CWS/IWS) 

Mean s . d . ♦ 

2.84 .74 



Group Three 
( Non-workers ) 

Mean s . d . ^ 



2.80 



90 



15.10 2.23 15.05 2.48 15.16 2.43 



93 . 19 



90 .23 



* s . d . 



standard deviation 



ERLC 



Our next step was to examine the simple correlations between 
the academic variables and work variables. Work may be examined 
along a variety of dimensions: average hours worked per week, 
average hourly rate of pay, type of work, or location of work. 
We did not have information on the type of work students engaged 
in, for example, laboratory work, cafeteria work, or tutoring, so 
this dimension could not be included in the analysis. Originally 
we intended to use participation in the State Work Study program 
as a proxy for working off-campus. An edit check of work 
location on the data tape showed, however, that only eight 
percent of State Work Study students records provide work 
location information and, of these, one-half indicated that they 
worked on campus. We concluded that this information was 
unreliable and therefore eliminated this dimension from our 
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analysis. The analysis subsequently focused on average hours 
worked per week and average hourly wage. Table Five shows the 
correlation between the dependent variables and the two work 
variables. All of the correlations are very low, indicating very 
weak relationships between the work variables and academic 
var iab les . 



TABLE FIVE 

CORRELATION BETWEEN AVERAGE HOURS WORKED PER WEEK, 
WAGES, AND THE DEPENDENT VARIABLES 

Average Hours Worked/Week Wages 



Variable 



SWS 



GPA 

Quarter Hours 
Attempted 



.06 



-.02 



CWS/IWS 



. 08 



01 



SWS 



.05 



01 



CWS/IWS 
. 05 

-.02 



Ratio of Credit 
Hours Earned to 
Credit Hours 
Attempted 



-.05 



-.03 



. 06 



-.03 



Next we examined the simple correlations between the 
academic variables and non-work-related variables. The variables 
were selected based on our reviev uf the literature and their 
availability in the data set. These correlations are shown in 
Table Six. An examination of the GPA column shows that high 
school GPA is the most highly correlated variable with college 
GPA, indicating that, among these variables, it is the most 
important determinant of academic performance in college yet it 
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only explains about eleven percent of college GPA. Several other 
variables, while less significant than high school GPA, 
contribute positively to college GPA: older students tend to do 
better than younger students, whites do better than other 
students, independent students do better than dependent students, 
and students in general increase their GPAs as they move through 
college. Sex, marital status, and level of financial need are 
insignificantly related to college grade point average. 

None of the non-work-related variables show significant 
correlations with grade point average, credit hours attempted or 
the ratio of credit hours earned to credit hours attempted. This 
indicates that other variables, not included in this study, are 
influencing these two variables. It is possible that a low 
correlation is masking a curvilinear relationship between the 
variables. We examined scattergrams showing the graphic 
relationship between each independent variable and the three 
dependent variables. A visual examination of the sjatteigrams 
showed that there was very little relationship, either linear or 
curvi linear. 
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TABLE SIX 

CORRELATION OF DEPENDENT VARIABLES WITH NON-WORK-RELATED VARIABLES 

Quarter Hours 
GPA Attempted Ratio 



Non-work 



Var iab le 


sws 


CWS/IWS 


SWS 


CWS/IWS 


SWS 


CWS/IWS 


High School GPA 


. 33 


. 35 


. 07 


. 06 


. 10 


. 15 


Age 


. 08 


. 05 


-.03 


.01 


. 01 


-.04 


Sex 


-. 02 


-.05 


.01 


.01 


-.03 


-.04 


Race 


. 14 


. 11 


-.01 


.01 


. 08 


. 14 


Year in School 


. 12 


. 15 


.00 


-.01 


. 07 


. 06 


Dependency 


. 09 


. 08 


. 00 


.01 


-.01 


-.03 


Marital Status 


. 03 


. 10 


.01 


. 02 


. 02 


.07 


Need 


. 02 


. 03 


-.04 


-. 04 


-.01 


. 00 



We used multiple regression analysis to incorporate as many 
variables as possible into the analysis model in order to observe 
the impact of work when controlling for all other variables. 
Three separate regression analyses were made using each of the 
three different academic variables as the dependent variables in 
the regression equations: (1) 'jrade point average; (2) credit 
hours attempted; and (3) the ratio of credit hours earned to 
credit hours attempted. 

The first regression model sought to predict a student*s 
grade poirt average using all the variables for which we had 
data. This model originally included data on a student^s high 
school grade point average. With this variable ir the model we 

Er|c XIX - 16 K j 



were able to explain only fourteen percent of the variation in 
GPA and high school GPA was the most important single variable. 
In this model, neither of the work variables turned out to be 
significant at the .01 level. However, since high school GPA 
information was not available for many and the missing cases were 
all students in two year colleges, we decided to re-run the 
regression without high school GPA in order to include the two 
year college students. The results of this regression are shown 
in Table Seven. The R-square value of .05 indicates that the 
variables in the model are explaining only five percent of the 
variation in college GPA. The intercept values, ranging from 
2.37 to 2.52, indicate that variables other than those in the 
model are primarily responsible for explaining college GPA. Of 
those variables that are significant in explaining college GPA, 
the work variables are less important than other variables, as 
indicated by the standardized estimate. The parameter estimates, 
given in parentheses in the table, estimate the contribution of 
that variable to the explanation of CPA. For example, the total 
hours worked variable has a parameter estimate of 0.010 which 
means that for every ten hours per week a student works, his GPA 
is predicted to increase one-tenth of a point. 



ERIC 



XIX - 17 



TABLE SEVEN 



RESULTS OF REGRESSION MODEL WHEN PREDICTING GPA 
(WITH HIGH SCHOOL GPA OMITTED) 



SWS 



CWS/IWS 



Non-workers 



Overall 



R-Square 
Intercept 



. 05 
2.37 



Variables^o Yr. in sch. 

(0. 108) 

Race 
(0.267) 

Dependency 
(0.119) 



Avg. Hours 
Worked/Week 
(0. 010) 



. 06 

2. 37 

Yr. in sch. 
(0. 107) 

Race 
(0.216) 

Avg. Hours 

Worked/Week 

(0.012) 

Marital Status 
(0.259) 

Sex 

(-0. 109) 

Wages 
(0. 0005) 



. 03 
2.50 

Race 
(0.231) 

Yr. in Sch. 
(0. 079) 



. 03 

2.52 

Yr. in Sch. 

(0. 092) 

Race 
(0. 223) 

Avg. Hours 
Worked/Week 
(0. 008) 

Need 

(-0.00001) 
Sex 

(-0.047) 
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Having examined the impact of work on academic performance, 
we next focused on the impact of work on student persistence. 
Persistence typically is defined as remaining enrolled through 
the completion of a degree program. Therefore, initially we 
sorted the study population into two categories: those who 
remained in college or completed a degree program during the 
terms under review (persisters) and those who did not remain 
enrolled through a degree (dropouts). Through this procedure we 



loSelected if statistical significance >.01, ordered by size of 
standardized estimate (largest to smallest), with parameter estimate 
given in parentheses. 
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discovered a number of students who were missing in a particular 
term but reappej>-ed in a subsequent academic term, leading us to 
create a third c^t^gory (stopouts). Table Eight below shows the 
distribution of the three categories above by the three groups 
under study (SWS, CWS/IWS, and non-workers). The distribution 
shows a low level of dropouts and stopouts. This may be 
attributable to our earlier decision to capture as much 
information as possible about students' work experiences and 
therefore adopting the observational approach to the analysis. 
In that sense, the distribution of dropouts and stopouts is 
understated. The alternative was to group cases, rather than 
observations, by their persistence. The problem with that 
approach is that w^ could not characterize the work -experience of 
each case. For example, an individual who dropped out in the 
fifth term was likely to have had a variety of work experiences 
in the prior four terms. We felt it was more important to link 
each term's work experience with that term's pe.-sistence, 
requiring us to base our analysis on observations. 
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TABLE EIGHT 



DISTRIBUTION OF OBSERVATIONS BY PERSISTENCE CATEGORY* 



Group One 
(SWS) 



Group Two 
(CWS/IWS) 



Group Three 
(Non-Workers ) 



Pers is ters 



91.5% 



93.6% 



91.0% 



Dropouts 



2. 1 



1.3 



2.7 



S topouts 



6.4 



5.1 



6.3 



* This distribution is based on observations, not individual 
students; therefore an individual who successfully completes 
three semesters and then drops out, shows up three times as a 
persister and once as a dropout. 

Although the percentage of dropouts was very low, the 
percentage for working students was lower than the percentage for 
non-workers. Because the number of dropouts was so low, we 
concluded that it was inappropriate to compare the 
characteristics of dropouts to persisters. Instead, we chose to 
examine the rate of progress for persisters. To do this, we 
examined the number of credit hours attempted and the ratio of 
credit hours earned to credit hours attempted. 

The second regression sought to predict the number of credit 
hours attempted. In this model, the high school GPA variable is 
excluded and students who dropped to part-time status are 
excluded. This regression shows that there is no relationship 
between the variables included in the model and quarter hours 
attempted (R-square = .01). The only variables with 
statistically significant results for this regression were need 
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and marital status (see Table Nine). Need showd a parameter 
estimate of -0.00006, indicating that a student with need of 
$5500 would be predicted to have a grade point average .33 lower 
than the non-need student. Marital status showed a parameter 
estimate of .288, indicating a married student's GPA would be 
predicted to be .288 higher than a single student. We re-ran 
this regression with part-time students included and only 
marginally increased the R-square value. In this model, college 
GPA showed a significant parameter estimate, indicating that the 
better the pricr academic performance, the more credit hours a 
student is likely to attempt. Like the prior m-uel, neither of 
the work variables turned out tf be statistically significant. 
The correlation matrix, however, shows a weak positive 
relationship between financial need and work, indicating that the 
more need a student has, the more hours he is likely to work. 

TABLE NINE 

RESULTS OF REGRESSION MODEL WHEN PREDICTING QUARTER HOURS 
ATTEMPTED (WITH HIGH SCHOOL GPA OMITTED) 



SWS 



CWS/IWS 



R-Square . 0 1 

Intercept 15.89 
Variables^i None 



.01 
15. 20 
Need 

(-0. 00007) 



Non-workers 
.01 
15.28 
Need 

(-0. 00006) 



_ Overal 1 



.01 
15.31 
Need 

(-0. 00006) 

Mari tal 
Status 
( . 288) 



i^Selected if statistical significance >.01, ordered by size of 
standardized estimate (largest to smallest), with parameter estimate 
given m parentheses. 
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The third reg'^ession sought to predict the ratio of credit 
hours earned to credit hours attempted. Table Ten shows the 
results of this regression. The R-square values are modest (.13 
to .21), indicating low explanatorv value for this model. Of the 
variables contributing to the explanation, college GPA is the 
most significant, indicating that stu dents with hi gher GPAs tend 
to complete a higher proportion of credit hours attempted. For 
the State Work Study students (Group One), total hours worked 
shows a parameter estimate of -0.345, indicating that working 
tends to depress the ratio of credit hours earned to credit hours 
attempted. For example, every ten hours of work depresses the 
ratio by 3.45 percentage points. Over the course of a four year 
college career this would translate into a loss of 4.8 credit 
hours • 
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TABLE TEN 



RESULTS OF REGRESSION MODEL WHEN PREDICTING RATIO 
(WITH HIGH SCHOOL GPA OMITTED) 



R~Square 
Intercept 
Var iab les^ 2 



rf 0 




Non— worker s 


Over all 


13 


1 p 
• 10 




. 21 


62 . 9% 


71 35fe 






GPA 


GP. 


GPA 


GPA 


(10.083) 


(9. 639) 


(12.049) 


(11.210) 


Tot Hrs Work 


P 0 A 
II 0 ^ CT 


Vr- -in C ^ Vk 

ir. m ocn. 


Wages 


(-0.345) 


(3.890) 


(1.862) 


(0. 007) 




Marital Status 


Race 


Race 




(3.825) 


(4. 024) 


(3.864) 






Age 


Yr. in Sch. 






(-0.222) 


(1.327) 








Tot Hrs Work 








(-0. 161) 








Dependency 








Status 








(-2. 134) 








Age 








(-0. 177) 



Our conclusion is that work has no impact on the academic 
performance and very little impact on the academic progress of 
full-time undergraduate students in Washington's col?,eges and 
uiiiversities. Neither the number of hours worked nor the rate of 
pay has a strong impact on a student's grade point average, 
number of credit hours attempted, or the ratio of credits earned 



^2Selected if statistical significance >.01, ordered by size of 
standardized estimate (largest to smallest), with parameter estimate 
given in parentheses. 
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to credits attempted. The small impact that is present is 

positive for grade point average. For persistence, the 

regressions show that the working student, on average, will take 

slightly longer to complete college than the non-worker. 

However, our estimate is that, on average, the additional time 

required will be about one-third of an academic term. 

Having reached this conclusion, we felt it was important to 

examine several of the independent variables in relationship to 

average hours worked per week. To do this, we prepared a series 

of crosstabulat ions. The most interesting observations from the 

cross tabulat ions include: 

o upperolass students have higher grade point averages 

o State Work Study students generally have higher grade 
point averages than College Work Study students or non- 
workers 

o students who perform well in high school also perform 
wel 1 in col lege 

o grades improve as students work more hours per week (up 
to 20) 

o older students do better than younger students 

o independent students perform better than dependent 
students 

o students with high financial need do better when working 
in the State Work Study program 

o students who work have a higher course completion rate 
than non-wo rkers 

In general, the crosstabulations for credit hours at tempt ed 

and the ratio of credit hours earned to credit hours attempted 

show a high degree of consistency across sex, age, need, and 

financial status (dependent versus independent). 
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Summary and Cone 1 us ions 



The purpose of the study was to exaFiine five questions about 
the impact of working on academic pe' jrmance and retention. Our 
conclusions are given below. 

Question 1> Do students who are employed part-time per f orm as 
well academically as those who are not employed? 

Overall, the answer is yes. The regression analysis shows 

that work (as measured in number of hours workec^ per week and 

wages paid) is not a factor in predicting a student's college 

grade point average. That is, there is no relationship between 

working and grade point average. Of all the variables we 

included in the regression equation, high school grade point 

average is the best predictor of college grade point average. 

The number of hours worked was a significant variable in 

predicting grade point average and its effect was positive. 

However, in practical terms the number of hours worked had very 

little impact on grade point average. The analysis of the 

crosstabulations shows that the longer a student is in school , 

the higher the grade point average, regardless of the work 

experience. For workers, grade point average generally increases 

with number of hours worked per week (up to 20), except for 

students over 29 years of age in the State Work Study program. 
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Question 2. Is there a relationship between the number of hours 
worked an academic performance? 

The multiple regression results show that there is a 

positive, yet weak, relationship between number of hours worked 

and academic performance. Analysis of the cross tabulations shows 

that freshman, sophomores and seniors who work 10-20 hours per 

week do slightly better academically than non -workers or workers 

who work either few hours (less than 10 hours per week) or many 

hours (more than 20 hours per week). 

Question 3. What impact does working part-time hav f * on student 
pers is tence? 

The multiple regression results indicate that there is no 
relationship between the number of credit hours attempted and 
working. There is, however, a slightly negative relationship 
between the ratio of credit hours earned to credit hours 
attempted and working. On average this relationship translates 
into working students taking one third of one term longer than 
non-workers to complete a degree program. 

Question 4. Does location of work (on-campus versus off-campus) 
make a difference in academic performance or persis tence? 

We did not have a direct measure of this variable. The 

original assumption was that working in the State Work Study 

program was a proxy for working off-campui.. The data reported 

for this variable in student records was incomplete. The 

cross tabu 1 at ions show that students in State Work Study tend to 

have higher grade point averages than non-workers or students in 
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College/Institutional Work Study. If the original assumption is 
correct, then working off-campur in the State Work Study program 
is correlated with increased ^rade point average. 

Question 5. Does working in a career-related field make a 
difference in academic performance or persistence? 

The State Work Study regulations stipulate that, where 
possible, employment is to be related to the student's academic 
major or career area of interest. Since there is no 
corresponding rule governing the College/Institutional Work Study 
programs, we used this rule as a proxy for the career-related 
work variable. The crosstabulations show that students in the 
State Work Study program have a higher grade point average than 
their colleagues in College/Institutional Work Study at all 
levels of work and in all class years. 

In the end, the analysis leads to the overall conclusions 
that there is no relationship between work and academic 
performance and only a slight negative relationship between work 
and progress toward a degree. 



17, 



XIX - 27 



student Employment Patterns 
and the Role of Earnings 
in Financing 
the Cost of Attendance 



Paper Prepared by: 

Gerald L. Setter 
and 

Craig V. Schoenecker 

Minnesota Higher Education Coordinating Board 
400 Capitol Square Building 
550 Cedar Street 
St. Paul, Minnesota 55101 



Pape r Presented at: 

Fourth Annual Student Financial Aid Research Network Conference 

of the 

National Association of State 
Scholarship and Grant Programs (NASSGP) 

and the 

National Council of Higher Education 
Loan Programs, inc. (nCHELP) 

Washington University 
St . Louis , Missouri 
June 3-5, 1987 



The views expressed in this paper are those of the authors. The 
authors thank their colleagues for their assistance. The 
authors, however, accept ful] responsibility for all errors that 
remain . 



ERIC XX 



J 7^ 



EXECUTIVE SUMMARY: Student Employment Patterns and the Role of 

Earnings in Financing the Cost of Attendance 



Jobs do more than produce income. On one hand, they com- 
pete with educational, personal and social activities for stu- 
dents' time. On the other hand, jobs can provide valuable con- 
tributions to students' educational objectives. Job opportuni- 
ties exist only if employers make a decision to hire. 

Based on a Minnesota Higher Education Coordinating Board 
study, 63 percent of the State Scholarship and Grant Program 
applicants had term-time jobs. Employment rates were higher 
among applicants attending Twin Cities area institutions than 
among applicants attending institutions outside the Twin Cities 
area. One-fifth of the applicants contacted said that they 
would like to work but did not hold jobs when interviewed. 

The average applicant financed between 37 and 50 percent of 
his or her reported cost of attendance with current income, 
depending on type and location of institution attended. Appli- 
cants employed during the spring term reported covering 50 per- 
cent of their cost of attendance while unemployed applicants 
covered much less with current income. Unemployed applicants 
made greater use of loans and savings than applicants holding 
jobs during the spring term. 



student Employment Patterns 
and the Role of Earnings 
in Financing 
the Cost of Attendance 



I . INTRODUCTION 



Jobs are an important part of most students' lives. Al- 
though they may compete with educational activities for stu- 
dents' time, jobs help students finance a significant portion of 
their cost of attendance. Jobs also enable students to learn 
job skills and to accumulate work experiences that can enhance 
the educational experience. 

Students attending post-secondary institutions in the 
United States are expected to finance a significant portion of 
their cost of attendance with past, current and future income. 
Concern about defaults and loan levels is limiting the use of 
educational loan capital. This restricts the amount of the cost 
of attendance that students can defer and finance with future 
income . 

Past income is only available if students have made savings 
and investment decisions before enrolling. Since no program can 
redo the past, past income is not a source for students con- 
fronted with a cost of attendance that is larger than their 
available resources. Prepaid tuition and college savings plans 
novf being considered seem to focus exclusively on providing a 
means for parents to take a greater role rather than encouraging 
students to prepare to finance some or all of their cost of 
att2ndance with past income. 
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Current income, by default, has become the primary expand- 
able source cf student resources. Students need jobs to convert 
their time into income. There is a limit to how much current 
income can be earned. There are only so many hours in the day. 
Further r student wage rates tend to be low. Jobs reflect em- 
ployers' investment decisions and projections of future economic 
conditions . Some jobs programs provide an incentive for employ- 
ers by paying part of the wages a student earns. 

Available financial aid research does not provide the in- 
formation needed to determine the extent to which students rely 
on current income. Nor does it provide information on how much 
current income can be stretched and the implications of expand- 
ing reliance on current income . Fur the t , it does not provide 
knowledge about the methods of developing or finding job oppor- 
tunities. This paper explores these issues. This paper also 
reports on related empirical evidence from a survey conducted by 
the Minnesota Higher Education Coordinating Boarr' Results from 
other studies are used to corroborate or extent' survey 
results . 

The Coordinating Board study surveyed students attending a 
wider range of institutional types than usually included in 
financial aid research. Students attending two-year, four-year 
and doctoral institutions were included. The two-year institu- 
tions include a number of vocational post-secondary institu- 
tions. Also, students attending public and private institutions 
were surveyed. While many studies have looked at the employment 
status of students, few have focused on the characteristics of 
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student jobs. There are few published results of studies relat- 
ing current income to the financing of the reported cost of 
attendance. This paper adds to the research literature in these 
areas . 

This paper has two distinct parts. It is constructed so 
that they can be read independently. Section II provides a 
detailed overview of the job market ^nd what policy makers need 
to consider in developing job policies for students. It looks 
at the factors students take into consideration in deciding 
attendance and financing strategies. Section II also explores 
the considerations employers make in determining whether to 
create jobs that would be accessible and attractive to students. 
The roles of post-secondary institutions and government in labor 
markets are explored as well. 

The second part presents information about the Minnesota 
Higher Education Coordinating Board's survey of State Scholar- 
ship and Grant Program applicants. The methodology is described 
in Section III. Sections IV, V, and VI present the results 
regarding the term-time employment status of students, charac- 
teristics of students' jobs, and the proportion of students' 
reported cost of attendance financed by current income. A final 
section explores some of the implication*- that can be drawn from 
the reported results. 
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II. BACKGROUND 



To have current income, a student has to choose to work and 
then must find an employer willing to hire him or her. This 
section reviews the considerations students make, either explic- 
itly or implicitly, in determining if they wish to work and the 
types of jobs they will seek. Also, this section reviews the 
considerations of employers in determining if jobs will be 
created. Further, the efforts of post-secondary institutions 
and government to expand job opportunities for students are 
reviewed . 

STUDENTS' DEMAND FOR JOBS 

Students' demand for jobs reflects (1) the strategy of 
attendance and financing they have selected, (2) their need for 
income to finance the cost of attending a post-secondary insti- 
tution and (?) their need to develop job skills and work experi- 
ences that will be valuable after completion of the educational 
program. 

Financing and Attendance Strategies 
Used by Students 

Students use different strategies for financing their share 
of the cost of attendance. The strategy cho^'.en will affect the 
types of jobs a student will seek and accept. Alternatively, 
the availability of jobs will affect the financing and attend- 
ance strategy chosen. 
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Attend Full-Time Part-Year. Some follow the traditional 
approach of attending full-time nine months per year. Students 
following this strategy noed to find two (or more) quite differ- 
ent jobs each year. During the school year, they try to work 
part-time if a convenient job can be found. If such jobs are 
not available, then students will likely have to borrow more 
than they had intended. 

During the; vat,=Jtion months, they try to work full-time. 
The amount of money tiiey accumulate depends on the type of job 
found, the hours worked and the living costs incurred. If 
appropriate jobs are not available, then they will either draw 
more from loans to fill in for the lack of current income or 
follow a different attendance strategy. 

At 20 hours per week, 38 weeks per academic year, and a 
wage rate of $3.35 per hour, the minimum wage at the time of 
this study, a student could earn $2,546 during the term. From 
this, a student will net after taxes about $2,200. 

During vacation periods, by working 40 hours a week at 
$3.35, a student could earn about $116 a week after taxes. 
Since the student would be expected to finance living costs 
during vacations, the net would be $20 per week if living costs 
were $96 per week. For students able to work 12 weeks, the net 
vacation earnings would be $240. Of course, if the student 
finds someone to provide room and board, the net can be higher. 

The net annual earnings at minimum wage would be about 
$2,500. For students earning $4.25 per hour and working 20 
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hours during the term and 40 hours during vacations, they would 
have net annual earnings of $3,400. 



Attend Full-Time Full Year. Some students focus primarily 
on completing a post-secondary educat ion. They will attend 12 
months per year in order to finish in the shortest possible 
time. Many of these students will finance much of their edu- 
cation from future income. Many of these students will not be 
intervsted in term-time employment. 

Some of the new educational loan programs wi 1 1 encourage 
students to pursue this strategy if they decide to borrow at 
all. Since the interest is capitalized instead of being 
financed by the government, interest obligations accumulate 
while students are attending. This will encourage students to 
complete in the shortest possible time. 

Attend Pa t-Time Part or Full Year. Some students choose a 
strategy of financing their post-secondary education out of 
current income. These students often attend part-time in order 
to maintain a permanent job. While the job can be part-time, it 
is viewed by these students as a primary commitment 12 months a 
year. These students will want a different type of job or jobs 
than students following other patterns of attendance and financ- 
ing. These students adjust their registration level depending 
on available employment opportunities and the cost of attend- 
ance . 
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Limitations. Each cf these strategies can be a rational 
approach to financing the cost of attendance. Not all strate- 
gies are available to all students. Newly enrolled students 
often lack knowledge of ^ local job market. Many post- 
secondary institutions are located in areas with few off campus 
job opportunities. Some programs of study do not facilitate 
part-time enrollment. Students attending institutions with high 
tuition and fee charges are more likely to rely on future 
income. Students with their own families often need to live in 
the same community 12 months a year. 

Conclusion. A state or institutional financial aid jobs 
policy should reflect the needs of students using different 
strategies of attendance and financing. Financing expectations 
could influence the selection of a strategy. Thus, student em- 
ployment patterns and fix^xC*ncial aid prograr.s need to be evalu- 
ated in terms of their impact on educational objectives as well 
as financing objectives. 

Students' Allocation of Time 

Education requires a personal commitment of time and 
effort. Nothing can substitute for personal time and effort in 
the learning enterprise. Students can usually improve their 
educational achievement and performance by investing more time. 
Students must decide how well they want to do. More study 
effort leaves less time for other activities. Of course, stu- 
dents who are more efficient learners have more time for other 
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activities. But, in the end, learning requires personal time 
that cannot be devoted to other activities. 

Students need to maintain personal well-being . Sleepi ng , 
eating, and mental health breaks require time. Individual 
students have his or her own needs. Unless these needs are met, 
students will not be able to function effective ly. 

Students participate in religious, civic, and cultural 
activities to maintain a balanced lifestyle. These activities 
enhance their quality of life and contribute to their formal 
education in important ways. These activities also provide 
students with opportunities to develop skills and pursue 
interests valuable in future personal, family, community and 
career activities. 

Students have family and social commitments that they need 
to fulfill. Many students are able to minimize their family 
commitments and combine their social commitments with other cam- 
pus activities. An increasing number of students, for example, 
have dependent children. They are not able to minimize their 
commitments while attending. Further, older students are likely 
to continue living outside the campus community while attending. 
They are not able to combine their social lives with campus 
activities as easily. 

A numbe r of research studies have looked at the impact of 
job commitments on educational performance. Dixon, in her 
review of the literature on term-time employi?.<=»nt reported that 
"academic performance is not harmed by the student working part- 
time, and in fact, may be enhanced (p. 259)." Most of the 
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research suggests that working 15 to 20 hours per week, has 
little or no negative impact on educational performance. At 
levels above 20 hours per week, the results appear to be mixed. 

Dixon also reported that term-time employment positively 
affects persistence. This conclusion holds even for employment 
levels above 20 hours per week. while the higher level of 
employment commitments might negatively impact educational 
achievemen , employment that results in meaningful involvements 
while in school improves persistence, a type of educational 
achievement . 

Bella ^nd Huba looked at the relationship between type of 
work (work-study, university employment and food service) and 
academic achievement at one university. The results indicate 
"that -'lere are no significant differences among the (grade 
point averages) of students who worked in different types of 
jobs and those who did not work at all as measured at the end of 
each academic year (p. 26)." This suggests that the type of job 
does not have an effect on educational performance. 

Roles of Jobs in Students' Lives 

In selecting a financing and attendance strategy and allo- 
cating his or her time, a student needs to consider the many 
benefits of having a job. Producing income is the most obvious 
one. Policy makers must recognize the whole ar-ay of benefits 
if financial aid policy is to be consistent with general educa- 
tional policies and student behavior. 
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Jobs provide training. This is especially important for 
students who have not had prior employment experience. Not only 
does a job help students develop technical skills, it also helps 
them learn about employers' expectations, work cultures and 
human relations. Even for students who have had prior employ- 
ment experiences, additional employment experience often 
enhances their employment histories and tnus, career potentials. 

Jobs allow students to integrate theory and practice. This 
can occur only if the job relates to courses or programs stu- 
dents are pursuing. Cooperative education, for example, is one 
concept of formally providing work experiences that are part of 
a curriculum. Students often independently pursue job opportu- 
nities related to their educational experiences. Their motiva- 
tion is usually to maximize earnings potential. The effect 
still is the integration of theory and practice. 

Persistence is related to the extent to which students 
identify and are integrated into the life of the institution. 
Jobs seem to be a particularly good means of improving student 
persistence (Dixon, p. 259-260). This benefit appears to be 
limited to on campus jobs. 

Work promotes intellectual, ecucational, personal, social, 
vocational, and professional growth (Dixon, n 260). This 
suggests that jobs have an educational purpose beyond concern 
about careers and financing the cost of attendance. 
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SUPPLY OF JOBS 

For employment to exist, the job must benefit the employer 
as well as the employee. Students, for the most part, choose 
part-time and part-year jobs. This limits the types of jobs 
students are interested in pursuing. This also limits the types 
of employers willing to consider hiring students. 

Employers' Needs 

Employers' main concern is the success of their organiza- 
tions. Employers expect all employees to contribute more than 
the cost of employing them. Many employers accommodate 
students' needs for flexibility as a means of helping students. 
But this is done within the context of the employee's value 
being greater than the cost of employing him or her. 

Employers often make substantial investments in their 
employees. In many settings, employees do not start making 
positive contributions until they are on-the-job for a while. 
If one of these workers quits before contributing more than the 
initial investment, then an additional financial burden has been 
put on the employer. students looking for part-year jobs are 
not very attractive in these settings. 

Most employers screen applicants to find the best people 
available. Previous work experience and proven job skills often 
lead the list of criteria used to evaluate applicants. Those 
students with limited employment experience will be less attrac- 
tive to employers. 
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Most organizations need a steady number of workers year 
around. Many employers require a permanent work force. Provid- 
ing time and schedule flexibility required by most students is 
inconsistent with efficient organization in many work places. 
For example, every position of a production line must be filled 
before anyone on the line can contribute. Students on campus 
only nine months a year and needing part-time j obs do not pro- 
vide such a labor force. 

Most jobs are not portable; they usually must be done at 
the site of the employer or customer. Even when transportation 
is available, the time and cost of traveling lessens the value 
of a job. Part-time jobs have correspondingly higher per work 
hour overhead costs for both the worker and the employer. To 
the extent students are reluctant to spend time traveling, the 
availability of jobs on or near campus is an important deter- 
minant of students' current income earning potential. 

Availability of Part-Tim^ Jobs 

uob openings f luctu*.>t*=» with economic conditions. Although 
nore part-time workers are employed on the downside cf the busi- 
ness cycle, many of these part-time workers are former full-time 
workers. Not only would students not be recruited for tnese 
jobs, but thoFtf that had part-time jobs /ould probably be laid- 
off before the hours of former full-time workers would be cut . 
Thus, what looks like greater opportunities for part-time work- 
ers may actually be fewer opportunities for students and other 
transient workers. 
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On the upside of an economic cycle, employers often add 
temporary workers first and wait to see if the improved situa- 
tion lasts. The workets added might be part-time. Employers 
often recruit workers who likely would accept permanent posi- 
tions if the improving economic conditions continued. As a 
result, students also are less likely to benefit. 

In many communities, the student population is a major part 
of the community. Their labor force participation affects the 
availability of jobs for the remainder of the community. While 
the post-secondary institution makes a major contribution to the 
city's economy, student workers can drain a significant number 
of jobs away from permanent residents. 

Traditionally, many students depend on employment opportu- 
nities in organizations with fluctuating demand for labor or 
those that can rely on a transient labor force. Such organiza- 
tions are inherently unreliable employers in the long-term 
because employment fluctuates with economic conditions. There- 
fore, they also are unreliable sources of earnings for students. 

Some organizations can be structured in such a way as to 
employ part-time, transient workers effectively. Such organiza- 
tions define the jobs, supervisory structure, training activi- 
ties, remuneration packages, and caieer ladders accordingly. 
Part-time workers typ cally receive fewer benefits, thereby 
reducing the cost of employing them. Part-time student workers 
offer an extra advantage: they are not as likely to remain with 
an employer long enough to advance very far within the sai^. .y 
schedule. AS a result, people looking for permanent, long-term 
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jobs or careers usually will not satisfied in these organiza- 
tions. Thus, an employer must often choose between maintaining 
a steady cadre of workers or taking advantage of the availabili- 
ty of student workers. 

Some organizations employ students as auxiliary workers. 
The jobs they fill are defined so that after a brief orienta- 
tion, the worker is fully trained. Further, these jobs are not 
critical to the organization. The position can remain vacant 
for periods of time. This enables the *^mployer to accommodate 
students' needs for job flexibility due to vacations and finals, 
for example. It also lowers the cost of turnover. These jobs 
usually are entry level positions that offer few opportunities 
for the worker to advance. 

Some organizations hire student workers on a part-time or 
temporary basis as part of the screening process. Internships 
provide a clear contract of limited duration for students to 
learn something about the industry and the organization. Most 
importantly, these arrangements provide employers with an ex- 
tended opportunity to review students as a potential employees, 

Most part-time, temporary jobs are in the service sector, 
especially restaurants and retail establishments. Service 
industries are, by definition, dependent on the population they 
serve. Students attending post-secondary institutions located 
in areas with the population to sustain a large service sector 
will have relatively more part-time ]ob opportunities. 

Post-secondary institution location could have an impact on 
the current income earning potential of students. Students who 
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choose a financing pattern that requires earning income while 
attending will find post-secondary institutions located in popu- 
lation centers more attractive. To the extent that this pre- 
vents students from choosina the post-secondary institution that 
best meet their educational needs, the goals of financial aid 
could be thwarted. 

Effect of Subsidies 

Jobs are not created because workers exist; jobs follow 
capital investment decisions of organizations. All organiza- 
tions worry about the bottom line. Profit seeking firms are 
concerned about return to investors' equity; other organizations 
must stay within budget. No organization can operate as a jobs 
program for long without outside subsidies. 

Employers respond to subsidies. Wage subsidies lower the 
cost of labor to organizations. This enables employers to hire 
workers who otherwise could not contribute more than their wage 
cost. Not all employers will follow this course, however. Some 
employers will respond by hiring more workers to increase their 
output. Others will increase the services provided to their 
clients and customers by hiring more workers. Some will pocket 
the subsidy by substituting subsidized workers for other 
potential employees. In any case, subsidies increase the number 
of jobs available for eligible students. 
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Work-Study Programs 

Work-study programs provide subsidies to employers willing 
to hire an eligible student. These subsidies are intended to 
encourage employers to create more jobs than otherwise would 
exist. This concept has been implemented by the federal govern- 
ment, several states and a number of post-secondary institu- 
tions . 

The federal College Work-Study Program provides jobs for 
underqraduate and graduate students who need financial aid. The 
federal government disburses funds to post-secondary institu- 
tions. Program restrictions limit employer and student partici- 
pation. Employer participation is limited to nonprofit organi- 
zations and public agencies willing and able to provide the 
required matching funds. Only a student who can show need ac- 
cording to a need analysis can participate. In Fiscal Year 
1985, the federal government awarded $649 million as part of 
this program. This is 21 percent of the federal spending for 
the Pell Grant Program (College Board). At the time of the 
suLvey, the program provided financial subsidies to employers to 
cover up to 80 percent of the salary costs. 

In Fiscal Yeai 1985, 15 states funded a work-study program. 
Minnesota was only one of five states that spent more than $4 
million. State work-study appropriations were about 19 percent 
of the federal allocations to post-secondary institutions in 
those states. So, even for the relatively few states that fund 
work-study programs, funding levels were relatively small 
( Davis ) • 
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Most state programs look like the federal College Work- 
Study Program. Some states have organized their work-study 
programs so that more employers are eligible to participate. 
Washington, for example, promotes its work-study program among 
businesses. The state suggests that business should seriously 
consider hiring productive cost-effective workers, workers that 
have a portion of their salaries paid by the state ( Christof f el , 
p. 19). 

The Minnesota Work-Study Program supplements the College 
Work-Study Program. m Fiscal Year 1985, i?4.4 million was 
appropriated by the state. The employer for whom the student 
works must pay at least 20 percent of the total salary costs. 
Eligible employers include: (1) post-secondary institutions, (2) 
nonprofit, nonsectarian organizations, (3) handicapped persons, 
and (4) persons over 65 who employ a student to provide personal 
services in or about their homes. 

Some post-secondary institutions fund an institutional 
work-study program. The primary effect of these programs is to 
reserve campus jobs for students who need financial aid. 

Role of Post-Secondary Institutions 
in Student Labor Markets 

Post-secondary institutions employment of students helps 
both. Student employees provide a flexible work force willing 
to work part-time and part-y°ar jobs. Post-secondary institu- 
tions help students find jobs outside the institution to provide 
opportunities for more students to earn money and acquire job 
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skills and work experiences. A few institutions have establish- 
ed auxiliary enterprises to create jobs explicitly for students. 



Direct Employment. Post-secondary institutions hire stu- 
dents to provide services for other students as well as other 
clients of the institution. These jobs provide work experiences 
and help students finance the cost of attendance. Like any 
other employer, post-secondary institutions must limit their 
employment to what is required to run the institution. In addi- 
tion, institutions must balance the need for a permanent work 
force with the benefits of employing students. 

Students provide an attractive work force for the post- 
secondary institutions. Students come and go as institutions' 
demand for workers fluctuates. Since students are on campus, 
they can work split shifts easily. By establishing pools of 
students for each class of jobs (for example, the library circu- 
lation desk), post-secondary institutions can have a function 
fully staffed with part-time student workers. 

In most cases, post-secondary institutions make special 
efforts to define job content and work requirements to accommo- 
date studerts' other time demands. For example, not only are 
the jobs part-time, usually they are flexibly scheduled. 
Further, many supervisors accommodate students' other time 
commitments, especially during test periods. 

The extent of employment opportunities on campus depends on 
the nature of the institution. Post-secondary institutions 
providing on campus housing and eating facilities, for example. 
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can hire more students. Institutions with extensive research 
activities also will generate more jobs. 

The extent of on campus employment also depends on the 
institution's priorities. Dixon (1985) reported the efforts of 
one university to expand job opportunities on campus for stu- 
dents. Among the problems thoy found were (1) misunderstandings 
on the part of students and supervisors about the conditions and 
expectations of employment, (2) lack of a formal grievance y J- 
cedure for student workers, (3) unequal wage rates across cam- 
pus, and (4) as many non-students employed in part-time jobs on 
campus as students. By eliminating these problems, this univer- 
sity expanded its capability to provide job opportunities to 
students . 



Job Service. Post-secondary institutions help students 
find off campus jobs. Some institutions simply serve as a 
clearinghouse that provides information to potential employers 
and employees. Other institutions actively seek employers and 
encourage them to use the institution's services when it 
recruits part-time and temporary workers. 

Cooperative Education. Cooperative education systemati- 
cally integrates jobs into the curriculum, wheraas jobs under 
work-study programs are often not directly related to studies. 
Cooperative education participants often receive academic credit 
for their employment experiences. In cooperative education, 
students are not required to have financial need to participate. 
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Only an estimated 2 percent of all students participate in 
cooperative education programs ( Chr istof f el ) . 

Other Employment Programs. A few post-secondary institu- 
tions have developed programs that assist students in developing 
or establishing auxiliary enterprises. These businesses sell 
goods and services to others on campus. These programs have 
been limited to a few institutions. 

A few institutions have established programs that provide 
job opportunities for all students. A variation is to expect 
all students to work for tho institution in return for lower 
tuition rates. These programs have several advantages for the 
student who desires to finance his or her cost of attendance 
this way. 
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III. THE COORDINATING BOARD STUDY 



During 1985, the Minnesota Higher Education Coordinating 
Board conducted a survey ot state Scholarship and Grant Program 
applicants. This survey was part of the Coordinating Board's 
study of student employment and work-study programs. This sec- 
tion outlines the survey methodology and statistical methodology 
used. The results are presented in the following sections. 

SUPVEY OF APPLICANTS 

A survey of State Scholarship and Grant applicants was 
conducted in May and June of 1985. The survey collected infor- 
mation from students about their education and living expenses, 
their sources of financing for those expenses, and their employ- 
ment patterns. The information on applicant financing and em- 
ployment patterns was used in this paper. The information on 
educational and living expenses was used in Schoenecker and 
Setter. Data from the State Scholarship and Grant Program 
operation files were matched with the data from the applicant 
survey to obcain a more complete data set on each applicant. 
The program data included inf or^r.^jtion on dependency status, the 
amount of far«ily and student resources, the existence and amount 
of a state award and the expected parental and student 
contributions . 
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Population 

The State Scholarship and Grant Program applicant pool was 
used as the population for this survey. The selection of this 
population made it possible to find and interview students 
easily. Since permanent addresses were maintained as part of 
the record, students selected could be contacted either through 
the institution attended or at the permanent address given. 

The State Scholarship and Grant Program applicant pool 
included about 70 percent of all students eligible for the 
program in 1985. Eligible students in Fiscal Year 1985 were 
Minnesota resident full-time undergraduates attending eligible 
institutions. Further, these students were considered to be the 
most needy. Thus, using this population allowed a focus on the 
students of greatest concern for financial aid policy. 
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Sample 

A Stratified random sample of State Scholarship and Grant 
Program applicants eligible for the program in spring term 1985 
was surveyed. The applicant population was divided into five 
groups: (i) applicants attending four-year institutions in the 
Twin Cities area, (2) applicants attending two-year institutions 
in the Twin Cities area, (3) applicants attending four-year 
institutions outside the Twin Cities area, (4) applicants 
attending two-year institutions outside the Twin Cities area, 
and (5) applicants attending the University of Minnesota-Twin 
Cities, the only doctoral institution in Minnesota. These 
groups were selected so that differences, if any, between the 
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Twin Cities area and the rest of the state and among two-year, 
four-year, and doctoral institutions could be identified. 

Within each of the first four groups, five post-secondary 
institutions were selected. The probability of an institution 
being selected was in direct proportion to its number of state 
Scholarship and Grant Program applicants in the group. Institu- 
tions we re drawn wi thout replacement . 

A Landom sample of applicants was drawn within each insti- 
tution so that there would be about 150 observations for each 
group. Applicants were contacted in the order they were drawn. 
If an applicant was not available, refused to participate, or 
was no longer a student, the next applicant on the list was con- 
tacted. Only 22 applicants refused to participate. The distri- 
bution of applicants in each group sample reflected the distri- 
bution of state Scholarship and Grant Program applicants in the 
selected institutions. A total of 753 applicants was inter- 
viewed. 

Survey Approach 

Trained interviewers conducted a structured telephone 
interview using a standardized survey form. This technique was 
selected to obtain the applicant perspective on education and 
living expenses, employment patterns and financing patterns. 

Limitations 

The survey had two primary limitations. First, the popula- 
tion did not represent the totf^l population of students in 



ERIC 



XX - |3^J 



Minnesota. The State Scholarship and Grant Program applicant 
pool, in 1985, included only full-time undergraduates who were 
Minnesota residents attending Minnesota post-secondary institu- 
tions. Second, the survey reflected all the typical limitations 
associated with survey research that requires the respondent co 
recall information such as expenditures . 

Several precautions were taken to minimize recall and 
estin^ation error. Applicants were asked to report job data and 
expenses in many small categories rather than in large catego- 
ries. Applicants were asked to report job characteristics and 
expenses in each category for a time period deemed most appro- 
priate for that category. Applicants also were allowed to 
choose alternative time periods. If an applicant wished to 
refer to records such as pay stubs and check registers, the 
option of a second call was offered. While these efforts may 
have minimized recall and estimation errors, such errors cannot 
be completely eliminated. 



METHOD OF ANALYSIS 

Differences among students based on several dependent 
variables were examined using multiple regression analysis and 
z-tests. Employment status, characteristics of students' jobs, 
the use of earnings to finance the cost of attendance, and 
measures of conflicts between jobs and other activities, the 
dependent variables, we re analyzed separately. Independent 
variables included ins t i tut ional type , institutional location, 
type of residence, household size, age, marital status, weekly 
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take home pay, enrollment level, dependency status, expected 
parental . student contribution. 

Statistically significant differences in dependent vari- 
ables based on institutional type and location were determined 
using a z-test of the regression coefficients. Statistically 
significant differences on the basis of the other independent 
variables were determined using multiple regression analysis. 
Differences were considered to be statistically significant if 
the probability of their occurrences was less than 10 percent. 
Although differences in median values may have been observed 
between groups, these were not reported as differences unless 
the statistical test indicated they were significant. 
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IV. EMPIRICAL RESULTS: EMPLOYMENT PATTERNS 



The Coordinating Board asked questions about the term-time 
employment status of State Scholarship and Grant Program appli- 
cants. Respondents were divided into three groups; (1) those 
who had a term-time job at the time of the interview, (2) those 
who were unemployed but wanted a job and (3) those who were 
unemployed and did not want a term-time job. Several questions 
were asked of the unemployed who wanted a term-time job to 
determine the seriousness of their job seaich. The results of 
these two parts of the study are prasented in this section. 



EMPLOYMENT AND UNEMPLOYMENT PATTERNS 

Most respondents were employed at the time of the study. 
Of the five groups surveyed, the percentage employed varied from 
54 to 81 percent, as shown in Table 1. Based on the average em- 
ployment rates of students in the sample, 63 percent were esti- 
mated to have a term-time job at the time of the study. Most 
had one job while some had two or three jobs. 

Of the respondents unemployed at the time of the study, 
about half wanted a term-time job while the other half were not 
interested in employment. The percentage of respondents who 
were unemployed and seeking a term-time job ranged from 9 to 31 
percent across the five groups, as shown in Table 2. Based on 
these results, 19 percent of all respondents were unemployed and 
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I^le 1. Bercait3ge of Respondents BqjlGyed at the Qid of 
Spring Term 1963 fay Group 



Percent 

Group Eiiplqysd 
Tvln Cities Four-Year 

Tvdn Cities Two-Year 70 

Other Four-Year 57 

Other Two-Year 54 

Uhiversity of Minnesota-TVin Cities 70 

Average of All Groups* 632 



Source: Minnesota Higher Education Coordinating Board Student 
Expenditure, Finance and Eiiplpyment Survey, May-June 
1985. 

* Weighted by the nunber of State Scholarship and Grant Program 
applicants in each group. 
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Table 2. Percentage of Bespcndents Who Were Lncnployed and 

Wanted a Tenn-Tune Job at the End of Spring Term 19B5 
by (koup 



Percent Who 

Group Wanted a Job 

TVin Cities Four-Year 9% 

Tvdn Cities Two -Year 11 

Other Four-Year 21 

Other Two-Year 31 

lAiiversity of Minnesota-Tw:n Cities 11 

Average of All Groups* 19% 



Source: Minnesota Hi^itir Bducatian Coordinating Board Student 
Expoxiiture, Finance and Employment Survey, May-June 
1985. 

* Weighted by the nonber of State Scholarsliip and Grant Program 
applicants in each group. 
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seeking a term-time job at the end of spring term. Altogether, 
82 percent were either working or seeking term-time employment. 

Many of the respondents were unemployed and did not want a 
term-time job at the end of spring term 1985. The percentage 
varied from 10 to 22 percent across the five groups as shown in 
Table 3. In all, about 18 percent of the respondents were 
unemployed and not interested in a term-time job at the time of 
the study. 

Most of the respondents likely worked sometime during the 
year. Many sought employment only during the summer and other 
breaks. Others may have focused on studies or other activities 
at the time of the survey. Thus, these results only indicated 
the number who did not want a term-time job at the time of the 
interview. 

DIFFERENCES IN THE EMPLOYMENT ElATES BY LOCATION 
AND TYPE OF INSTITUTION ATTENDED 

Employment rates of respondents \aried by location of the 
institution attended. The percentage of respondents attending 
institutions in the Twin Cities area who were employed was sig- 
nificantly higher than the percentage attending institutions 
located outside the Twin Cities area who were employed. While 
51 percent of the respondents attended an institution outside 
the Twin Cities area, 76 percent of those unemployed and wanting 
a term-time job attended institutions located outside the Twin 
Cities area. 
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T^e 3. Percentage of Respondents Miasfi! nyed aii Did Not Want 
a TenhTiine Job at the Old of Spring Term 19B5 by 
Group 



Percent Who Did 

Group Not Want a Job 

TVin Cities Four-Year lOX 

Tvdn Cities TV^o-Year 19 

Other Four-Year 22 

Other Two-Year 15 

University of Minnesota-Twin Cities 19 

Average of All Groups* 18% 



Source: Minnesota Hi^ ^ Educatic^i Coordinating Board Studeit 
Expenditure, Finar'^e and Ehiplcyment Survey, May-June 
1985. 

* Wei^ted by the number of State Scholarship and Grant Program 
applicants in each group. 
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Differences in types of students did not explain employment 
rate differences Hv location of institution attended. After 
considering differences in gender, age, marital status, depen- 
dency status, and grade level, the same conclusion was supported 
statistically: the percentage employed was higher for respon- 
dents attending institutions within as compared to those attend- 
ing institutions outside the Twin Cities area. 

Employment rates did not vary by type of institution. Dif- 
ferences between the percentage of respondents who were employed 
and attended fcur-year institutions and the percentage who were 
employed and attended two-year institutions were not signifi- 
cant. Further, there were no statistically significant differ- 
ences between the percentage of respondents who were employed 
and attended the University of Minnesota-Twin Cities and the 
percentage who were employed and attended other institutions in 
Minnesota . 

Employment patterns differed among types of respondents. 
Married respondents were less likely to be employed than non- 
married students. Older students were less likely to be employ- 
ed than younger students. As the number of years of education 
increased, respondents were more likely to be employed. The 
availabUity of parental resources for dependent students, 
student resources for independent students. Pell grants, and 
state scholarships and grants, however, did not explain differ- 
ences in the employment status of the respondents in the study. 
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JOB SEARCH EiJTORT 

From the study, three measures of job search effort were 
constructed for those who were unemployed but wanted a job. 
First, across the five groups, between 36 and 65 percent of 
these respondents sought job service assistance from che insti- 
tution they attenc^ed. As shown in Table 4, in three of the five 
groups, over half who wanted a term-time job sought assistance. 

Second, across the five groups, between 41 and 57 percent 
of these respondents applied for a work-study job during the 
term. This measure i iderest imated their job-seeking effort 
since students might have been discouraged from applying because 
of knowledge about their chances or about the availability of 
funds . 

Third, across the five groups, between 38 and 64 percent of 
these respondents had at least one interview during the term. 
Since a student usually can get an interview only if an employer 
has an appropriate job opening, this measure was a conservative 
indication of job search efforts. 

It would be expected that many students had become discour- 
aged. The study focused on the job search efforts uring the 
spring term. Thus, those who had searched in the fall term 
would not show up in the results as having looked for a job. 

OTHER RESEARCH 

These findings were consistent with those reported in other 
studies. In a 1981 study cf University of Minnesota-Twin Cities 
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l^Ue 4. Job SsEkirg Activities of lin|aoy«l te^xndaits 

UhaqxLcyed and Mho Would Like a Tenn-TijBe Job fay Group 



Registerod 

With Applied for Had One 

Instituticxi's a Work- or More 

Job Service Study Job Interview 

Group 



Twin Cities Four-Year 


m 


57% 


64X 


IVdn Cities TVro-Yeai' 


65 


41 


59 


Other Four-Year 


38 


41 


38 


Other TW-Year 


57 


49 


49 


IJhiversity of Minnesota 
-Twin Cities 


63 


44 


M 



Source: Minnesota Higher Education Coordinating Boarf Studait 
Expenditure, Finance and Bnployment Sur, ey, May-June 
1985. 
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undergrc^duates, Hendricks reported that 75 percent were employed 
during the 1980-81 academic year. This was the same rate ob- 
served by the Coordinating Board's study for respondents atten- 
ding the University of Minnesota-Twin Cities spring quarter 1985 
as shown in Table 5. Hendricks reported that 69 percent were 
employed during both the academic year and summer. In addition, 
six percent were employed only during the academic year and 17 
percent only during the summer. Only 8 percent were not employ- 
ed at all during the year. 

Frederick reported that 89 percent of the younger students 
(less than 25 years of age) and 62 percent of the older students 
had a job while attending a University of Wisconsin Center. The 
range reported by Frederick also was consistent with the rates 
reported in Table 5. Further, the lower labor force participa- 
tion rates for older students corroborated the findings of the 
Coordinating Board study. 

Davila reported that 70 percent of the students at 10 urban 
colleges and universities studied were employed. She found that 
64 percent of the employed students were enrolled full-time. 
"Employment patterns varied across institutions. For instance, 
less than half of the Loop Community College (Chicago) students 
reported employment, while 82 percent of students at Suffolk, a 
private university, had jobs (Davila, p. 5)." 

Mow conducted a study ot 1,012 Hunter College students as 
an adjunct to the study reported by Davila. Mow found that 18 
peL^.?nt of the students worked full-time; 56 percent of the 
evening students and 10 percent of the day students. An addi- 
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Table !>« PetcentagE* of RespGndents fitployed Scmetiine DUrli^ 
Siprtng Tenn 1985 by Group 



Percent 

Group Ehiplqyed 

TVln Cities Four*-Year 87% 
Twin Cities TW-Year 76 
Other Four-Year 62 
Other TW-Year 63 
Uhiversity of Miimesota-Tvin Cities 75 

Average of All Groups* 69% 



Source: Minnesota Higher Education Coordinating Board Student 
Ebqiendlturey Finance and Employment Survey, May^/une 
1985. 

* Weighted by the number of State Scholarship and Grant Pro- 
gram applicants in each group. 
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tional 41 percent worked part-time. There is an increase in the 
number of day students who are employed full-time as they earn 
more credits. On average, 8 percent of the freshmen were 
employed full-time while 17 percent of the seniors were so 
employed . 

August in and Mi shier studied degree- seeking undergraduates 
over age 25 who were attending one of 17 campuses of the Univer- 
sity of Wisconsin in 1985. A majority (61%) were employed, with 
27% working full-time. 

Frieden and Leimer found in an examination of Social 
Security records that the average age of entry into Social 
Security covered employment of high school and college graduates 
was virtually identical. This suggests that post-secondary 
students do not delay entry into the work force in order to 
pursue a post-secondary education. 



CONCLUSION 

Most students had term-time jobs. The proportion of stu- 
dents with term-time jobs varied from setting to setting. The 
results of tne Coordinating Board study were within the range of 
previous studies. Employment rates varied by location of insti- 
tution attended but not by the type of institution attended. 

The Coordinating Board study found a significant number of 
students who were unemployed and wanted a term-time job. Most 
of these students had taken explicit actions to find a job. 
Location of institution had an effect on the proportion of the 
respondents who were unemployed and wanted a job. 
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V. EnPIRICAL RESULTS: CHARACTERISTICS OF STUDENTS' JOBS 



The Coordinating Board study requested information about 
each term-time job the student had at the time of the intervie\;^. 
Most employed students had one job but some had two or three 
jobs. This section considers only those who reported having at 
least one job at the time of the interview. 

HOURS WORKED 

Of those employed at the time of the interview, the median 
number of hours worked varied between 13 and 20 hours per week 
as shown in Table 6, The difference between students attending 
two- and four-year institutions was statistically significant; 
students attending two-year institutions worked more hours per 
week. Further, these results held even after taking account of 
variations in enrollment level, dependency status, gender and 
age. The weekly hours worked did not vary significantly by 
location of institution attended or between employed students 
attending the University of Minnesota-Twin Cities relative to 
the rest of the sample. 

Employed married students worked about 4 hours more per 
week than employed single students. Employed men worked about 
2*1 hours more per ^'eek than women with similar characteristics. 
With an additional year of age, the average employed student 
worked about 0.14 more hours per week. As students progress, 
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Table 6. Hedian Bours Worked Per Week by Bopulation Group 



Population Group Median Hours 

Tvin City Four-Year 16 
TVin City Two-Year 20 
Other Four-Year 13 
Other TW-Year 18 
Uhiversity of Minnesota-Tvin Cities 18 



Source: Minnesota Higgler Education Coordinating Board Student 
Ejq)enditure, Finance and Employment Survey, May-^une 
1985. 
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the results tentatively suggested that they work more. informa- 
tion about expected parental contribution, expected student con- 
tribution, Pell award, and state scholarship or grant did not 
add to the statistical explanation of the number of hours 
worked . 

Students with two or more jobs worked about 7 hours more 
per week than similar students with one job. Between 15 and 27 
percent of the employed students had two or three jobs depending 
on the group as shown in Table 7. 

CONFLICTS BETWEEN JOBS AND OTHER ACTIVITIES 

Very few students had a conflict between job schedule and 
class schedule as shown in Table 8. There were no significant 
differences among students reporting frequent conflicts between 
jobs and class attendance by location or type of institution. 
As grade level increased, the results suggested that fewer job 
and class attendance conflicts occurred. 

More students reported conflicts between jobs and study 
time as shown in Table 9. Again, there were no significant 
differences among students reporting frequent conflicts by 
location or type of institution. Students who worked more hours 
were slightly more likely to report frequent conflicts. Men 
were more likely than women to report frequent conflicts. 

A similar pattern was noted in the conflict between extra- 
curricular activities and jobs (lable 10). Again, there were no 




2/ ^ 



XX - 39 



Table 7. Percentage oi Eliplqyed Students With TVd or Three Jobs 
by Population Group 



Population Group Percent 

Twin City Four-Year 27X 

Twin City Two-Year 17 

Other Four-Year 15 

Other Two-Year 17 

University of Minnesota-Twin Cities 16 



Source: Minnesota Higher Education Coordinating Board Student 
Expenditure, Finance and Ehiployment Survey, May-Oune 
1985. 



Table 8. Percent of EtaixLcyed Students Who Missed Classes FtequenQy 
Because of . -4) by Hours Vbrked and Populaticn Group 



Population Group 

Twin City Four- /ear 
Twin City Two-Year 
Other Four-Year 
Other Two-Year 

Ihiversity of Minnesota-Twin Cities 



Veddy Hours Worked 

O-IO 11-20 21-30 31-40 



3^ 


IX 


0^ 


10^ 


0 


7 


0 


5 


3 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


27 



Source: Minnesota Higher Education Coordinating Board Student Ebq^enditure, 
Finance and Einployment Survey, May-June 1985. 
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•EEible 9, Percent of Biployed Students Who Frequently Studied Less Than 
Needed Because of Job by Hours \forked and Population Group 



Population Group 

Tvin City Four-Year 
TVin City Two-Year 
Other Four-Year 
Other Two-Year 

Ihiversity of Minnesota-TVin Cities 



Weekly Hours Worked 

(WO 11-20 21-30 31-^ 



3?,' 




26% 


5CK 


17 


29 


27 


32 


15 


19 


36 


33 


11 


7 


31 


29 


15 


24 


35 


45 



Board Student Expenditure, 
1985. 



Source: Minnesota Higher Education Coordinating 
Finance and Bnplqyment Survey, May^une 



Table 10. Percent of Qiplqyed Studoits Who Frequently Gave \Sp Extracurricular 
Activities Because of Job by Hours Voiked and Population Gcoud 



Veddy Hours Worked 

Population Group 0-10 11-20 21-30 31-W 



TVin City Four-Year 


5% 


35X 


m 


40? 


Twin City Two-Year 


25 


36 


33 


41 


Other Four-Year 


18 


48 


71 


33 


Other Two-Year 


0 


32 


54 


43 


Ihiversity of Minnesota-'IVin Cities 


15 


30 


39 


18 



Source! Minnesota Higher Education Coordinating Board Student Ebqpenditure, 
Finance and Biplqyment Survey, May^une 1985. 
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significant differences among students reporting frequent con- 
flicts by location or type of institution. Students who worked 
more hours were slightly more likely to report frequent con- 
flicts. Older students, independent students, and students with 
two or more jobs had a greater probability of having a frequent 
conflict . 

Students also were more likely to report a frequent con- 
flict between jobs and family activities than between jobs and 
classes (Table 11). Students attending two-year institutions 
were statistically more likely than those attending four-year 
institutions to report frequent conflicts between jobs and 
family activities. As years of education increased, the 
probability of reporting a conflict decreased. This helped 
explain the difference between students attending two-year and 
four-year institutions. There were juniors or seniors in the 
two-year institutions. In addition, students who worked more 
hours reported more conflicts as did older students. There were 
no statistically significant differences in the frequency of 
such conflicts on the basis of institutional location. 

WAGE RATES 

The median wage rate of the job designated by the student 
as his or her primary job varied across the five groups from 
$3.55 to $5.25 per hour as shown in Table 12. Wage rates of the 
primary job were significantly higher at the University of 
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Table 11. Peixent of Bi|)layed Students Vto Frequently F^nil;/ 

^tivities BecaLse of Job by Hours Vbrked and Population Group 







Weekly Hours Worked 




Pbpulation Group 


0-10 


11-20 


21-30 


31-W 


TVin City Four-Year 




22% 


13% 




Tvln City Two-Year 


8 


19 


19 


36 


Other Four-Year 


9 


26 


36 


17 


Other Two-Year 


16 


32 


15 


29 


Ihiversity of Minnesota-TVln Cities 


15 


18 


26 


27 



Source: Minnesota Higher Education Coordinating Board Student Expaxiiture, 
Finance and Drplpyment Survey, May-June 1985. 
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liable 12. Median U^ge Rate, Primary Job* 



Population Group Wage Fate 

Tvin City Four-Year $4.45 

IVin City Tjy-Year 4.50 

Other Four-Year 3.55 

Other IW-Year 3.60 

Uhiversity of Minnesota-l\/in Cities 5.25 



Source: Mimesota Higjher Education Coordinating Board Student 
&qpenditure, Finance and Employment Survey, Ms^-June 
1985. 

* As designated by the respondent. 
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Minnesota-Twin Cities than at the other institutions. Similar- 
ly, wage rates of primary jobs were significantly higher among 
stuuents attending Twin Cities institutions. Students attending 
two-year institutions were rot paid significantly different wage 
rates than students attending four-year institutions. 

The difference observed in wage rates between respondents 
attending the University of Minnesota-Twin Cities and other 
institutions was statistically explained by characteristics of 
the students (age, gender), whether the student had two or more 
jobs, and whether the job was off campus or not. The difference 
in wage rates between respondents attending institutions within 
and outside the Twin Cities area was not explained by these 
other variables; vrage rates were lower outside the Twin Cities 
area . 

Men earned about $0.72 more per hour than women with 
similar characteristics. Each year of age resulted in about 
$0.14 per hour of additional earnings. For students with two or 
more jobs, the wage rate of the primary jobs was $0.62 more per 
hour than the wage rates earned by students with only one job. 
Off campus jobs paid about $0.50 more per hour. 

LOCATION OF JOB 

The primary job ./as most often located off campus, beyond 
walking distance but within 25 miles of campus as shown in Table 
13. The one exception was the group of students attending four- 
year institutions outside the Twin Cities area; they were most 
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liable 13. Location of PrinBry Job by Population Group 



Pc^xilation Gcwp 


Employed by 
Institution 
or 

On-Cairpus 


Within 

Walking 

Distance 


Within 
25 

Miles 


Over 
25 

Miles 


TVin City Pour-Year 




TX 


49S; 


5X 


TVin City IVo-Year 


7 


4 


72 


17 


Other Four-Year 


A9 


5 


30 


16 


Other Two-Year 


22 


7 


57 


14 


Ihlversity of Minnesota 
-TVdn Cities 


21 


4 


68 


8 



Source: Minnesota Higjier EWucation Coordinating Board Student Expenditure, 
Finance and Ehploymait Survey, May-June 1985. 
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likely employed by the institution attended or on campus. Few 
jobs are off campus but within walking distance for any group. 

The secondary job was more often on campus or with the 
institution for students attending institutions in the Twin 
Cities area as shown in Table 14. For students attending insti- 
tutions outside the Twin Cities area, the secondary job was more 
often beyond walking distance. In all groups, more of the 
secondary jobs were within walking distance than was observed 
for the primary jobs. 



WORK-STUDY JOBS 

The jobs held by respondents were divided into two groups: 
work-study jobs and other jobs. The division was based on in- 
formation provided by the student. Financial aid administrators 
indicated that students viewed any campus job as a work-study 
job. This did not appear to have been generally the case since 
the number of work-study jobs reported was less than the number 
of campus jobs reported. Further, the proportion of students 
reporting work-study jobs was consistent with the data on 
average earnings of participants in the Minnesota Work-Study 
Program and expenditure levels for all work-study programs. It 
was likely, however, that some of the respondents who reported 
having work-study jobs might not have been employed in a job 
subsidized by government or the institution. 

Within the five groups, on average, between 6 and 34 per- 
cent of the jobs held by respondents were considered work-study 
jobs as shown in Table 15. The probability of an employed re- 



TJahLe 14. iDcation of Secondaiy Job hy Fopulaticn Group 



Ehplpyed by 

Institution Within Within Over 

or Walking 25 25 

Population Group On-Campus Distance Miles Miles 



Twin City Four-Year 


46% 


9% 


37% 


9% 


Twin City Two-Year 


16 


5 


79 




Othar Four-Year 


21 


7 


36 


36 


Other TVo-Year 


19 


13 


50 


19 


Ihiversity of Minnesota- 
Twin Cities 


39 


17 


33 


11 



Source: Minnesota Hitter Education Coordinating Board Student Expenditure, 
Finance and Ehployment Survey, May-^une 1985. 



Table 15. B^xcnts^ of Jobs Reported as Work-Study Jobs by 
Group 
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Group All Jobs* Job 1 Job 2 

Tvin Cities Four-Year 34% 21% (AX 

TVin Cities Twc^Year 10 10 10 

Other Four-Year 29 29 14 

Other Two-Year 20 24 6 

University of Minnesota 

-Twin Cities 6 7 6 

Source: Minnesota Higher Education Coordinating Board Student 

Expenditure, Finance and Employment Sur/ey, May-^une 
1985. 

^Includes Job 3. 
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spondent having a work-study job differed statistically by type 
of institution attended. Employed respondents attending the 
University of Minnesota-Twin Cities were less likely to have 
work-study jobs than employed respondents attending other insti- 
tutions. There was no statistical difference between employed 
respondents attending four- and two-year institutions. 

The probability of employed respondents having a work-study 
job was not statistically related to the location of the insti- 
tution attended. Employed respondents attending two- and four- 
year institutions in the Twin Cities area were as likely to have 
work-study jobs as respondents attending institutions outside 
the Twin Cities area. 

The probability of having a work-study job was statistical- 
ly related to characteristics of the respondents. Sophomores, 
juniors and seniors were more likely to have work-study jobs 
than were freshmen. Independent and older applicants were less 
likely to have work-study jobs. 

Except for respondents attending the University of Minne- 
sota-Twin Cities, work-study jobs paid less per hour than other 
jobs as shown in Table 16. Across the five groups, median wage 
rates of work-study jobs varied from $3.35, the minimum wage, to 
$6.22 per hour. Median wage rates of other jobs varied from 
$3.90 to $5.00 per hour. Among those attending institutions 
located outside the Twin Cities area, median wage rates for 
work-study jobs were 55 and 58 cents per hour lower than the 
median wage rates for other jobs. For those attending institu- 
tions located in the Twin Cities area median wor'i-study wage 
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Table 16. Median Mag^ Bate of \fork-Study Jobs and Other Jobs fay 
Group 



Group Work-Study Other 



TVin Cities Four-Year $4.25 $4.60 

TVin Cities Two-Year 4.00 4.75 

Other Four-Year 3.35 3.93 

Other Two-Year 3.35 3.90 

Uhiversity of Minnesota 

-TVin Cities 6.22 5.00 



Source; Minnesota Higher Education Coordinatirig Board Student 
Ejcpaxiiture, Finance and Einplpyment Survey, May-June 
1985. 

Note: Based on student's prinary job. 
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rates were 35 and 75 cents per hour lower than median wage rates 
for other jobs. 

Respondents who reported their primary job as a work-study 
job worked fewer hours per week than those whose primary job was 
not a work-study job. The difference varied from 5 to 11 hours 
per week, as shown in Table 17. 



OTHER RESEARCH 

Christoffel reported that "undergraduate financial aid 
recipients meet only 6 percent of their college expenses from 
organized work-study programs (p. 5)." She notes that the 
amount students earn outside of work-study jobs is unknown. But 
students "may actually earn more" because the control on hours 
does not exist and because wage rates are often higher off 
campus (p. 25) . 



CONCLUSIONS 

The Coordinating Board and Chri stof f el ' s conclusions cor- 
roborate each other: work-study ]obs are not a major source of 
funding or necessarily the preferred jobs. This raises ques- 
tions about the role of work-study programs in financing the 
cost of attendance. 

It is unknown whether the convenience of on campus employ- 
ment outweighs the lower wage rates for work-study jobs. A stu- 
dent might net more from an on campus job if the costs associ- 
ated with an off campus job are large or the job is inconvenient 
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Table 17. Hedian Weekly Hours Uorfced en Vbrk-Stud/ Jobs and 
Other Jobs by Gmp*^ 



Group Work-Study Other 

(Hours) (Hours) 



Twin Cities Four-Year 


10 


16 


Tin Cities Two-Year 


10 


16 


Other Four-Year 


10 


18 


Other Two-Year 


9 


20 


IMiversity of Minnesota 
-Twin Cities 


13 


18 



Source: Minnesota Higher Education Coordinating Board Student 
Expenditure, Finance and E^lqyment Survey, May-June 
1965. 

* Based on student's primary job. 
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to reach. Taxi fares, for example, would lower the net benefit 
of an off campus job. 

It is unknown whether students who have work-study jobs 
prefer the shorter work weeks. Stu^ients need to balance their 
time commitments. This suggests that some students will seek 
■jobs with limited time commitments. 

Work-study programs expand the job opportunities for eligi- 
ble students. The impact of these programs on tae availability 
of jobs for all students is unknown. On one hand, work-study 
jobs could be replacing jobs that would have been available to 
students generally. On the other hand, work-study jobs could be 
additional jobs that enable employers to provide more and better 
services. 

At minimum wage ($3.35) and an 80 percent subsidy, work- 
study employers are paying 67 cents per hour for work time. 
This suggests that these workers are engaged in activities not 
considered very valuable in the market place. Alternatively, 
this might suggest that the subsidies are going to the employer, 
rather than creating more jobs for students. Since post-second- 
ary institutions are the major employers, work-study alloca-- 
tions, some argue, simply amount to another form of institu- 
tional financial support . 

Fede, Hi and state laws assign certain responsibilities to 
the employer. Employers must provide appropriate wage and hours 
administration and worker compensation coverage, for example. 
Some financial aid administrators are reluctant to place a stu- 
dent in a private home because they fear that the post-secondary 
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institution would be held liable if the employer failed to 
fulfill his or her legal responsibilities. This is probably a 
primary reason why the inclusion of persons over age 65 and 
handicapped persons as eligible employers in the Minnesota Work- 
Study Program has provided limited additional job opportunities 
for eligible students . 
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VI. EMPIRICAL RESULTS: USE OF EARNINGS TO FINANCE THE COST OF 
ATTENDANCE 



The Coordinating Board asked questions about how students 
financed their reported cost of attendance* The results of 
these questions are presented in this section. 

SURVEY RESULTS 

Respondents financed a substantial portion of the reported 
cost of attendance themselves. Across the five groups, respon- 
dents used earnings to finance, on average, between 37 and 50 
percent of their reported cost of attendance as shown in Table 
18. The reported cost of attendance exceeded the standard 
allowance used in the State Scholarship and Grant Program in 84 
percent of the cases. For more information on the reported cost 
of attendance, see Schoenecker and Setter. 

In addition to earnings, students used loans, on average, 
to finance between 11 and 20 percent of their reported cost of 
attendance; scholarships and grants between li and 20 percent; 
parents between 10 and 18 percent; savings, 4 to 7 percent; and 
spouse and child contributions, 1 to 7 percent. 

On average, respondents financed about two-thirds of their 
expenses from earnings, savings, and loans. Respondents attend- 
ing four-year institutions financed slightly over 60 percent of 
their reported cost of attendance with a combination of these 
income sources. Respondents attending two-year institutions 
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Table 18. Source of Rjnds Used by Sdiolarship and Grant Prpgran Applicants 
to Finence The Reported Cost of Attendance by Fopulaticn Group 



Uhiversity of 

IVin Cities Tvin Cities OtJier Other Minnesota - 
Source Four-Year TVro-Year Four-Year TVro-Year IVin Cities 



Earnings 


m 


50X 


m 


37% 


50X 


Savings 


4 


6 


7 


5 


5 


Loans 


16 


11 


15 


20 


13 


Scholarship and Grant 


20 


11 


18 


16 


14 


Parents 


18 


10 


18 


11 


11 


Spouse and Children 
Earnings 


1 


7 


2 


5 


3 


Elnployer Reimbursemait 


0 


0 


0 


0 


0 


Other 


1 


5 


1 


6 


4 



Source: Minnesota Higjier Education Coordinating Board Studeit Expenditure, Finance 
and Einployment Survey, May-June 1985. 
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financed 67 and 74 percent, on average, from earnings, savings, 
and loans. Respondents attending the University of Minnesota- 
Twin Cities financed 71 percent from these sources. 

Although respondents attending the University of Minnesota 
Twin Cities appeared to finance a higher percentage of their re 
ported cost of attendance with earnings, these differences were 
explained statistically by student characteristics and employ- 
ment patterns. It appeared to be the availability of jobs that 
explained differences in the average percentage of the reported 
cost of attendance financed by earnings. 

Differences in the percentage of the reported cost of 
attendance financed by earnings were related to the type of 
institution attended but were not related to the location of 
institution attended. Respondents attending two-year institu- 
tions financed a greater percentage with earnings. Respondents 
attending Twin Cities institutions did not finance a greater 
percentage of their reported cost of attendance with work than 
did respondents attending other institutions. 

Student characteristics and employment patterns explained 
some of the differences in the percentage of the reported cost 
of attendance financed by earnings. Juniors and seniors 
financed 6 and 10 percent more of their reported cost of attend- 
ance with current earnings than did freshmen. Differences in 
employment status and houis worked also explained some of the 
differences in the use of earnings as a source of financing. 

Employed respondents financed 50 percent of theii reported 
cost of attendance with earnings as shown in Table 10. Current- 
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•fable 19. Pexoentage of Repcnrted Cost of Attoidanoe Financed 
fnn Vnrious Sources by aplayment Status 



Source 



Ihenployed 



Eliployed Want Job 



Did Not 
Want Job 



Student Earnings 

Spouse and 
Children Earnings 

Loans and Savings 



^4 

2 
18 

70? 



4 
28 

62% 



24% 

6 
27 

57% 



Source: Minnesota Higher Education Coordinating Board Student 
Expenditure, Finance and Dnplqyment Survey, May-June 
1985. 
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ly unemployed respondents financed less. Those who wanted a 
term-time job financed 30 percent and those who did not, 24 
percent. Respondents employed 10 hours per week financed about 
19 percent more with earnings than unemployed respondents who 
did not want term-time jobs. Similarly, respondents employed 20 
hours per week financed about 26 percent more than unemployed 
respondents who did not want a term-time job. At 10 hours per 
week, employed respondents financed 15 percent more of the re- 
ported cost of attendance with earnings than unemployed respon- 
d.-nts who wanted a term-time job. At 20 hours per week, the 
difference was 22 percent. 

Although unemployed respondents financed a smaller percent- 
age of costs with current earnings, they relied more on earnings 
than on any other source. These respondents carried forward 
earnings from the previous summer, breaks, and jobs during prior 
periods of attendance. 

Unemployed respondents relied more heavily on loans and 
savings than did employed respondents. Unemployed respondents 
financed 27 or 28 percent of their reported cost of attendance 
with loans and savings while the employed respondents financed 
18 percent. The difference between employed and unemployed 
respondents in the percentage of reported cost of ^attendance 
financed by earnings was 20 and 26 percent. A smaller differ- 
ence, 8 and 13 percent, was observed based on the student's 
past, current and future income. The contributions of spouses 
and children were included as part of student income for this 
comparison. 
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OTHER RESEARCH 

Doran and others looked at the quecticn of financing the 
cost of attendance differently. They considered the cost of 
attendance net of the financial aid provided. They considered 
the money generated by a job tunded by a work-study program 
differently than the money generated by a simi_ c job not subs?- 
di^ed by governme :c or an institution. 

Doran and others found that nearly half of the dependent 
students in tneir sample met some of the cost of attendance with 
income from non-work-study jobs (p. 485). Students used their 
own income to finance 20 percent of the cost of attendance net 
of financial aid (p. 486). Students whose families had lower 
income financed more of this part of the cost of attendance 
personally with current income (p. 487). 

Doran and others found that independent students financ- 
ed 54 percent of the cost of attendance with earnings from non- 
work-study jobs (p. 486). The students' spouses represented a 
significant source of support for self-supporting students with 
28% of such families listing spouse support as a source (p. 
485) . 

Augustin and Mishler conducted a study of how adult (25 
years of age or older) students financed tuition and related 
expenses (books, supplies, child care and transportation). They 
found that off campus employment v;as the most important source 
of financial resources for 29 percent of the respondents. Stu- 
dent loans w'^re lis ted as the most important source by 17 per- 
cent of the respondents. Only one in ten obtained contributions 
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from parents or relatives. Employer-sponsored tuition plans 
were a source for 8 percent of the respondents. 

CONCLUSIONS 

Current income is the most important source of financing 
for students. in some cases, on average, current income was 
used to finance half of the reported cost of attendance. Cur- 
rent income is a function of work opportunities. Thus, the 
conclusion about the role of earnings is related directly to 
variations in employment rates described above. 

Financial aid research typically addresses the level of the 
cost of attendance and earnings. Little information is avail- 
able that combines these two. This makes the results reported 
in this section relatively unique. Further studies are needed 
corroborate the results of the Coordinating Board study. 
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VII. CONCLUSIONS AND IMPLICATIONS 



CONCLUSIONS 

The main conclusions of this paper are: 

o Mos'" students had term-time jobs. The Coordina- 
ting Board study found that 63 percent of the 
State Scholarship and Grant Program applicants 
had jobs at the time of the interview. 

o Employment rates identified in the Coordinating 
Board study varied by location of institution 
attended but not by the type of institution 
attended . 

o About one-fifth of the students surveyed in the 
Coordinating Board study were unemployed and 
wanted term-time jobs. 

o Work-study jobs were not a major soiree of fund- 
ing or necessarily the preferred jobs. 

o Whether the convenience of on campus employment 
outweighed the lower wage rates for work-study 
jobs needs further study. 

o Whether students who have work-study jobs pre- 
ferred the shorter work weeks needs further 
study . 

o Current income was the most important scarce of 
financing for students . 

o Unemployed students rely more on savings and 
loans than those with term-time jobs . 



IMPLICATIONS 

A major implication is that understanding work-study pro- 
grams does not provide an understanding of students' employment 
activities. This holds even in a state with a large state Work- 
Study Program. 
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Post-secondary institutions face a trade-off. On campus 
jobs often are limited both in number and income producing capa- 
city (wages and hours). An attempt to reallocate existing stu- 
dent work to accomplish other objectives might be counterproduc- 
tive. If an institution were, for example, to view on campus 
jobs as part of its retention strategy, it would likely mean 
additional rationing of jobs. This would limit students' 
abilities to produce current income. 

There is a wide variation in the employment rates reported 
in the literature. This could imply that the various studies 
did not use compatible methodologies. Alternatively, the wide 
variation in employment rates could imply that this parameter 
varies across different post-secondary educational settings. If 
the latter is true, the difference could be due to the struc- 
tural characteristics of the institution or to the types of 
students choosing to attend the institution. 

Most studies have looked at the employment patterns and job 
characteristics of full-time, resident students. The results 
based on studies of the traditional populations and the tradi- 
tional financing and attendance strategies may not extend to all 
students. Consequently, as more students pursue their educa- 
tions on a part-time basis, financial aid policy will need to be 
reviewed and probably revised. 

How much can a student earn? The answer is: students have 
a large capacity to produce current income. The potential might 
already be exploitet , however. Given the large number of 
respondents unemployed and wanting a job, further expansion will 
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require an examination of the supply of jobs and the role of 
government and post-secondary institution in creating jobs. 

The research indicates that there is a difference between 
those who have a job and those who do not with respect to the 
pattern of financing. This suggests that the lack of available 
jobs will influence students' spending and borrowing decisions. 

The challenge is to tind approaches that will produce jobs 
that the economy will support. Work-study jobs are not a major 
source of jobs. It is unclear hew a substantial expansion of 
work-study programs would affect the total job market on and 
near campus. 

Available research provides information about students and 
their jobs. Good financial aid policy requires more knowledge. 
Financial aid policy needs to extend beyond aid programs; it 
needs to embrace the totality of student financing. As the 
population of students has changed, some of the assumption:: 
about student behavior and family support might be inappro- 
priate. Concern about access, choice and equal opportunity 
requires a wider view of financial aid. 
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Abstract 

NPSAS: The National Data Base for Postsecondary Student Financial Aid Studies 



NPSAS, a triennial survey, will provide cotprehensive student-based data for 
addressing issues in financing of postsecondary education. It will encoropass all 
student aid programs, both Federal and non-Federal, all types of institutions, and 
aided and non-aided students. It will have data on the financial condition of a 
r^>resentative sanple of GSL recipients, and the related capability for repayment 
of their loans. And, for the first tiine, definitive data on family contributions 
to financing postsecondary education will be available. The data base will be 
available for use in spring of 1988. 
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NPSAS: The National Data Base for Postsecxjndary Student Financial Aid Studies 
Background 



Student financial aid is an inportant concern to policymakers and the general 
public because it plays an iirportant role in postsecondary education, in addition 
to Federal aid programs v^iich have grown substantially over the years, each State 
has its scholarship/grant program and institutions and private organizations 
provide financial aid to qualified students. Some enployers, as pa2± of their 
employee benefits, provide employees with financial aid to attend a postsecondary 
institution. 



As the magnitude and iirportance of financial aid has increased, policymakers have 
raised some fundamental questions about the v^iole area of student aid. Some of 
these relate to the status and condition of student pa2±icipation. Others relate 
to the nature of aid packages, the iirpact of financial aid prxxjrams on student 
enrollment and progression, and the iirpact of changes in financial aid program 
policies on students and on program costs. 

The need for national data and information concerning inportant financial aid 
issues proipted the U.S. Department of Education to develop a coitprehensive study 
of student financiax aid vrtiich the cent^ for Education Statistics (CES) in the 
Office of Educational Research and Improvement was asked to design and inplement. 
With assistance from other offices and the research community, CES launched the 
National Postsecondary Student Aid Study (NPSAS) . 

Design and Data Collection 

To achieve the caiprehensiveness necessary to address basic student financial aid 
issues, NPSAS has an in-school cortponent v^ich involves a nationally representative 
sample of students in postsecondary institutions, and an out-of-rchool conponent 
which involves a sajxple of GSL recipients vAio have left school ar.d are in repayment- 
process. 

In-school component. This conponent covers the entire spectrum of postsecondary 
institutions, including public and private nonprofit and profit making 
institutions, two- and four-year schools, and schools with only occupational 
programs of less than two years in duration, since students in all types and 
control of postsecondary institutions are potentially eligible for Federal 
financial assistance. Both aided and non-aided students are included so it will be 
possible to ccarpare the costs of postsecondary education among those v^o have 
received aid and those v^o have not, and to assess differences in how students 
finance their postsecondary education, hny institutions vdiich, in the Fall of 
1986, offered programs in postsecondary education that were academically or 
vocationally oriented were eligible for selection. Additionally, to assess how 
financial aid packages and costs change as students progress throu^ school, the 
study will sairple students at all academic levels, including graduate students and 
first-professional students, of the total 1145 eligible schools selected for the 
study, 1074 participated in the study (94%) . The total yield number of students 
sampled from these institutions is about 60,000. 
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The in-school sanple of students was selected from registration lists of enrollees 
in the fall, 1986, and data collected on items such as the students' perfontance, 
field of study, and status (part-tiine/ full-time) from these records. For aided 
students, NPSAS collected infontation from financial aid office records on the type 
and ainount of financial aid received and family financial characteristics. 
Additionally, from the Student Survey, NPSAS will obtain information on students' 
earnings, school costs, and sources of funds. 

To get a better perspective on how families cope with postsecondary education costs 
and the financial characteristics of families with students in postsecondary 
educatioi, NPSAS will draw a subsaitple of students in the student sairple and survey 
their parents. Parents will be asked to provide information on parental 
contributions to their child's postsecondary education, family financial condition, 
educational savings, and loans taken to pay for postsecondary education. Family 
financial condition questions in the Parent Survey will focus on parents of 
dependent students v*io do not have a financial aid record, since a primary 
objective of this carponent is to conpare the family financial condition of aided 
and non-aided students. Therefore, student status will be taken into account in 
drawing the parent sairple and fewer parents of older, independerit p^tudents, and 
fewer parents of aided, dependent students will be surveyed. A total of 32,000 
parents were selected for the study. 

CXit-of -School CompQnent . In order to look at total education debt, its size, and 
impact, and to better detennine the Federal costs arising from student loans, NPSAS 
has an out-of -school carponent as well. Using the Guaranteed Student Loan (GSL) 
program file of all individuals vdio received a GSL since 1965, the study will 
include a sairple of about 14,000 individuals Vy*io are no longer in school, but v*io 
received a GSL vdiile attending a postsecondary institution. 

The out-of school GSL recipients will be asked about their total education debt, 
total debt burden, current financial condition, and other demographic information. 
In addition to being able to '^-^scribe the GSL recipients and their economic and 
occi:pational outcomes, the study will relate recipient characteristics and behavior 
to loan repayment status. Classifying GSL recipients on the basis of the repayment 
status of their loans will permit a focus on recipients \A\o are in default. For 
the first time, national data will be available on the characteristics of those 
recipients who have defaulted on their guaranteed stMdent loans. 

Data Typologies . The types of data to be collected by the NPSAS are summarized in 
Table 1. 
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Table 1. NPSAS data Typologies 



IN -SCHOOL COMPONENT 

Who Attends 

Institutional Characteristics 
Type 
Control 

Student Characteristics 
Demographic 
Financial condition 
Enrol Iment 
Academi c 

Employment statLc 

Family Characteristics 
Demographic 
Financial condition 
Employment status 

Cost of Attending 

Expenses paid to institution 
Tuition & fees 
Books & supplies 
Room & board 

Expenses not paid to institution 
Rent 
Food 

Transportation 
Miscell-^neous 

Financing Costs 

Financial Aid 
Source 
Type 
Amount 

Student/spouse self-help 
Contributions 
Earnings 

Parent/ f ami ly contributions 
Loans 
Gifts 

In*kind contributions 



OUT-OF-SCHOOL COMPONENT 

Who Received 

Institutional Tharacteristics 
Type ' 
Control y 

Personal Characteristics 
Demographic 
Financial condition 
Education history 
Education completion status 
Employment history 

Loan Characteristics 

Status 

Paid- in-full 
In repayment 
In deferment 
In default 

Amount 
Borrowed 
Still Owed 



21. 
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Analytic Potential 



NPSAS was designed to address a variety of issues relating to student financial 
aid. Ejcairples of poliry ar<^s and thf^ir rplati^ ?^n;^Tysis topics, together v/ith 
NPSAS data elements that would be used are presented in Table 2. These exanples 
ar^ by no ineans erfiaustive, Many other analyses are possible, depending upon the 
interests and needs of the researcher/analyst. Moreover, NPSAS was assigned to be 
conibinable with other revelant data files. This will increase its analytic 
potential, greatly. 
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Table 2. Policy Issues That Can Be Addressed with NPSAS Data 



Pol icy Areas 



Analysis Topics 



NPSAS Data Elements 



Postsecondary education 
enrol Iment 



Characteristics o* students 
enrolled in postsecondary 
education 



Students attending postsecondary institutions 
by student, family, and institutional 
character i St icG- - in- school sample. 



Financing of 
postsecondary education 



The cost and financing of an 
undergraduate education 



The cost and financing of a 
postbaccal aureate education 



Undergraduate education expenses (e.g., tuit^'on 
and fees, books and supplies, room and board, 
and miscellaneous expenses) and sources of 
support to meet these expenses (e.g., student, 
family, grants, loans) by student, family, and 
institutional characteristics-- in-school 
sample. 

Graduate and professional student education 
expenses (e.g., tuitior. and fees, books and 
supplies, room and board, and miscellaneous 
expenses) and sources of support to meet these 
expenses (e.g., student, family, fellowships, 
assistantships, loans) by student, family, and 
institutional characteristics-- in-school 
sample. 



Distribution of student 
financial aid 



Aided and nonaided undergraduate 
students 



Aided and nonaided 
postbaccal aureate students 



Student aid packaging 



Federal aid recipients 



Undergraduate aided and nonaided students by 
student, family, and institutional 
characteristics-- in-school sample. 

Postbacca laureate aided and nonaided students 
by student, family, and institutional 
characteristics-- in-school sample. 

The interaction^ among type, source, and amuont 
of aid by student, family and institutional 
characteristics-- in-school sample. 

The interaction among the specific source, 
type, and amount of Federal aid by student, 
family and institutional characteristics- - 
in-school sample. 
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Policy Issues That Can Be Addressed With NPSAS Data (Continued) 



Policy Areas 



Analysis Topics 



NPSAS Data Elements 



Distribution of student 
financial aid 
(continued) 



Student financial aid applicants 
vs. recipients 



A comparison of aid applicants who did not 
receive financial aid with those who did 
receive financial aid by student, family, and 
insti tutional characteristics-- in-school 
sample. 



Proprietary institutions and 
their students 



The distribution of students attending a 
proprietary institution and the way they 
finance their education by student, family, and 
institutional characteristics-- in-school 
sample. 



Non-traditional students in 
postsecondary education 



Changes ,n aid awards over the 
academic year 



Older students, part-time students, and 
full-time employed students in postsecondary 
institutions and the way they finance their 
education by student, family, and institutional 
characteristics-- in-school sample. 

A comparison of type and amount of student 
financial aid awards for the fall and full -year 
bv student, family, and institutional 
characteristics-- in-school sample. 



Impact of financial aid 



Student choices for a 
postsecondary education 



Student persistence in 
postsecondary education 



The impact of financial aid on 
postsecondary institutions 



The impact of the amount of financial aid on 
students' degree aspirations, choice of a 
postsecondary institution (first, second, and 
third) and field of study by student, family, 
and institutional characteristics- - in-school 
sample. 

Students who do and do not stop out between the 
fall and spring terms of the 1986-87 academic 
year with the amount and t)OP ?id awarded by 
student, family, and institutional 
characteristics- - in-school sample. 

The distribution of students and the type and 
amount of financial aid they receive together 
with institutional finance data by student, 
family, and institutional characteristics- - 
in school samole and IPEDS financial data. 
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Policy Issues That Can Be Addressed With NPSAS Data (Continued) 



Policy Areas 



Analysis Topics 



NPSAS Data Elements 



Title IV procram 
simulations and 
modeling 



Title IV program specific 
simulations 



Title IV interactive cost 
simulations 



Modeling GSL program costs 



The inpact of program specific parameter 
changes on the amount and distribution of 
program specific funds- - in- school sample. 

The impact of changes in one Title IV program 
on the costs and student participation in other 
Title IV programs" in*school sample. 

Information on education completion status, 
repayment periods, default rates, deferment 
periods in relation to the size and nunber of 
GSL loans by personal and institutional 
characteristics- -out- of -school sanple. 



HEA, 1986: dependency status 
definition 



HEA, 1986: GSL application 
procedures 



Base line data for a conparison of the 
distribution of Title IV aid before the change 
in the definition of dependency status by 
student, family, and institutional 
characteristics- -in- school sairple. Subsequent 
NPSAS data collection efforts will provide 
informatioc on the dtstribution of Title IV aid 
after the change in the definition of 
dependency status. 

Base line data for a comparison of the 
distribution of GSL recipients before the 
requirement for GSL recipients to submit to a 
Pell needs analysis by student, family, and 
institutional characteristics*- in*school 
sample. Subsequent NPSAS data collection 
efforts will provide information on GSL 
recipients under the new application 
procedures. 
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Policy Issues That Can Be Addressed With NPSAS Data (Continued) 



Policy Areas 



Analysis Topics 



NPSAS Data Elements 



Pa»' 'fami ly 
r ons 



Actual vs. expected parental 
contributions 



Parental contributions as reported by parents 
and expected parental contributions as 
determined by needs analysis for students 
receiving need- based aid by student, parent, 
and institutional characteristics-- in-school 
sample. 



Parental/family contributions 



A comparison of students who do and do not 
receive parental/family contri but ions/ loans by 
student, family, and institutional 
characteristics-- in-school sample. 



Sources of parental support 



MeiiiK^ by which parents obtain finds to 
support their child's postsecondary education 
by student, parent, and institutional 
characteristics- -in-school sample. 



Student self-help 



Student and spouse contributions 
to financing postsecondary 
education 



The distribution of student and spouse's 
contributions by student, family, and 
institutional characteristics-- in-school 
sample. 



The relationship between 
financial aid and s'.jdent 
earnings 



The amount and types of student aid received, 
and the student/spouse's earn' igs by student, 
family, and institutional chardcteristics-- 
in-school sample. 



Actual vs. expected student 
contributions 



Student reported contributions and expected 
student contributions as determined by needs 
analysis for stijdents receiving need*bp?ed aid 
by student, family, and instilu ' 
characteristics-' in-school sample. 
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Policy Issues That Can fle Addrp*;*;pd With NPSAS Data (Continued) 



Policy Areas 



Analysis Topics 



NPSAS Data Elements 



Loan burden/debt 
management 



Student borrowing and education 
debt 



The distribution arid amount of total, 
education, and GSL loans by personal and 
i nst i tut i ona I character i st i cs - - out - of - schoo I 
sample. 



GSL borrowing vs. the receipt of 
other financial aid 



An individual's capacity to repay 
a GSL and hib/her repayment 
status 



GSL borrower characteristics 



Repayment practices of GSL 
recipients 



A comparison between the amount of GSL borrowed 
and the type and amount of other financial aid 
received by personal and institutional 
characteristics-- in-school and out-of -school 
samples. 

Factors associated with an individual's ability 
to repay (e.g., income, employment, and 
repayment amounts) and the current repayment 
status (e.g., default, deferment) by personal 
and institutional characteristics- - 
out-of-school sample. 

The amount of GSL loans borrowed, the education 
completion status of students, and the 
repayment status of their loans by personal and 
institutional characteristics of borrowers- - 
in-school and out-of-school samples. 

Characteristics of repayment of a GSL (e.g., 

duration of repayment period, monthly payments, 

riunber of lenders, duration and type cf 

deferment/default) by personal and 

i nst i tut i ona I character i st i cs - - out - of - schoo I 

sample. 
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Policy Issues That Can Be Addressed With NPSAS Data (Continued) 



Policy Areas 



Analysis logics 



NPSAS Data Elements 



Non- Federal support for 
postsecondary education 



State support of students and 
postsecondary institutions 



Type and amount of student financial aid 
received through State student finanrial aid 
programs and State allocations to public and 
private postsecondary institutions- - in-school 
sample and IPEDS finance data. 



Employer supported student aid 



Amount of aid provided by employers for 
individuals in different occupations and by 
type of employer by student, family, and 
institutional characteristics* -in-school 
samole. 



Institutional support for 
students in postsecondary 
education 



The type and amount of fin^^ncial aid (e.g., 
merit and need-based grants, tuition waivers, 
loans; provided by postsecondary institutions 
to their students by student, family, and 
institutional characteristics* -in-school 
sample. 
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Survey S dhcdiile and Data Dissemination 

Data ooi: ection for the survey took place primary f rxan late winter, 1986 to fall of 
1987. Ihe first report - a descriptive study of 60,000 students - is planned for 
December, 1987. A preljjninary data tape for this study is also planned for release 
when the r^rt is published. A few additional analysis reports on the 
in-school-oamponent data and the out-of-school student data will be subsequently 
completed by August 1988. The final complete data file will also be available by 
that tome. Researchers are encouraged to make use of this comprehensive data base 
to address issues of concerns. 
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21 October 1987 



DRAFT 



Art Hatptmai^/Pat Smith 



SUNNARY OF REPORT ON STUDEm* LOAN DEFNJLTS 



Sane trends and statistics abcit student loan de£a\ilts: 

• Annual federal payments £or defaults and related claims in the 
Guaranteed Student Loan (GSL) program have been steadily increasing. As 
recently as fiscal 1982, they were less than $300 million. Federal de£a\ilt 
payments ficst exceeded $1 billion in fiscal 1985 and reached an estimated 
$1.6 billion in fiscal 1987. With projected increases in the amount of 
loans in repayment, annual default claims will likely exceed $2 billion by 
the end of the decade, even if the tendency of borrowers to default remains 
steady or declines slightly. With the growth in federal default payments, 
coupled with lower federal interest payments due to falling market rates, 
defaults now account for one-half or more of total federal costs for GSL. 
From another perspective, GSL defaults are now the third largest federal 
student aid expenditure behind Pell Grants and GSL interest payments. 

• The default rate for GSL has been increasing in the past several 
years after several years of decline. The federal government reports that 
the GSL default rate through the end of fiscal year 1986 was 13 percent, up 
from 12 percent at the end of fiscal year 1985. When collections on 
previously defaulted loans are taken into account, the "net" default rate 
for GSL rose from 9.2 percent in 1985 to 9.7 percent in 1986. 

• The default rate for the second largest federal loan program — 
Perkins loans, previously known as National Direct Student Loans (NDSL) — 
was 14.5 percent through the end of fiscal year 1984, the last year for 
which data are available. When loans that educational institutions turn 
over ("assign") to the federal government are taken out of the calculation, 
the "net" default rate for NDSL was 9 percent at the end of fiscal 1984. 
Both figures represent declines from previous years, reflecting both a 
decrease in the number of defaults and an increase in the amount of loans 
assigned to the federal government for collection. 

• A recent stud^ released by the Federal Funds Information for 
States (FFIS) has served to focus attention on the default rates of 
students by the educational institution they attended. (By and large, 
educational institutions do not lend in the GSL program; banks and other 
private lenders provide roost of the capital.) Of the 8,300 educational 
institutions identified in the report, two-fifths had student borrowers 
with default rates in excess of 20 percent and more than one-tenth had 
default rates in excess of 40 percent. The schools with the highest 
default rates tended to be cosmetology schools, other vocational programs, 
and community colleges. But the report also demonstrates that the student 
loan default problem is not confined to certain types of institutions. The 
three-fifths of institutions with default rates of less than 20 percent 
accounted for half of all defaults. These results are not dissimilar to 
the experience of educational institutions acting as lenders in the Perkins 
loan program. 

These trends and statistics ensure that the issue of student loan 
defaults will continue to be a great concern to policymakers and the 
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public. IJiis report examines the available dau on student loan defaults 
P^bl'S^r'^^tfr " '° '"'^ studentl^'" 

The Need for an Annual Default Rate Statistic 

rate staH^f^rl^^n^ should be to ask the government to present default 
rate statistics on an annual basis. For a variety of reasons, the federal 
government has traditionally calculated student loan defaSJ^ates of a 
SJ!^:??^! ^® P^"^^"^ began. A cumulative rate measures the 

accurately year-to-year changes in default 
activity. (A cunulative rate is similar to measuring a baseball player's 
batting average over the course of a career, rather than for just one 
r!?pr;L fS" this reason, a cumulative measure of student loan default 
rates should not be compared to the loss rates that banks publish for 
^'iS^n;,?^^ °^ consumer loans because bank loss rates are calculated on 
Jhat^i. ~ ^^^^^ compared to loans in repayment in 

H-f.,,!*. "^f Department of Education should develop and publish an annual 
2S^r Hl*i!/°' J^"- so that year-to-year changes in default activity might 
better be measured and to allow for comparisons with other types of 
for^'wif?^ available program data, the annual default rate 

for GSL was 7.3 percent in 1986. If collections on previously defaulted 
loans are taken mto account, the "net" annual default rate for GSL was 5 2 
percent m 1986. Both the gross and net default rates in 1986 represent 
increases over estimates of the annual GSL default rate in 1985. 

Why are Defaults and Default Rates Rising? 

The principal cause of the recent surge in default payments has 
• °^ repayment, a direct result of the rapid 

growth in loan volume that began in 1979. In fiscal 1978, the amount of 
loans m repayment was less than $3 billion; in fiscal 1986, loans in 
repayment approached $20 billion. 

The increase in the GSL default rate is due primarily to the growth 

uv'^Z J^%'",r?!^"''L^ ^""^^ ^"^^^""9 repayment is much more 

likely to default than a borrower who has already been making repayments 
tor a period of time. Past experience in the GSL program suggests that 
?o^r ^°^ f \?«f«^lts occur before the first repayment and roughly 

iQ?r ^^^^^ y^^"^ °f repayment. In fiscal 

io u^if^'^ r °f loans entered repayment; in fiscal 1986, nearly 

§8 billion of loans entered repayment. 

The growth in loans entering repayment, however, does not entirely 
explain recent increases in federal GSL default payments and the growth in 
the default rate. Default payments and rates may also have increased 
because groups of borrowers who traditionally have been more likely to 
default have represented a larger proportion of borrowing since the GSL 
loan volume expanded after 1979. No nationwide data exist to confirm this 
impression, but state agency information suggests that this is a plausible 
explanation of the growth in student loan defaults and default rates. 
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Recent studies confirm the results o£ earliec analyses regarding 
which groups of students are more likely to default. Students from lower 
income families default with greater frequency than students from higher 
income families. Borrowers who do not finish their educational program are 
more likely to default than those who do conplete their course of study. 
In general, it appears that students with academic deficiencies are more 
prone to default. Recent studies also continue to suggest that the 
probability of default decreases the longer that a borrower is in school 
and the more that is borrowed. A 1984 study of New York State borrowers 
and defaulters indicates that unenployroent may be a more important factor 
in explaining defaults than was previously thought. These results suggest 
that the incidence of default is inversely correlated with a student's 
benefits from the educational process in terms of course conpletion and 
finding suitable enployment afterwards. 

Mhat Can Be Done to Reduce the incidence of Defaiilts? 

Since student loan defaults were first perceived as a policy 
concern in the late 1970s , the federal government has taken a number of 
steps to reduce the incidence and impact of defaults. In the GSL program, 
these steps have included: enhanced use of government and private 
collection agents and incentives for guaranty agencies to increase their 
collection activity; the matching of computer records of defaulters and 
government enployees; the impoundment of property, garnishment of wages, 
and legal actions in selected instances; requiring lenders to disburse 
loans in two installments; and the retention of income tax refxinds to 
offset the federal costs of loan defaults. In the Perkins loan program, the 
major default initiative has been to restrict or prohibit lending by 
educational institutions with high default rates. 

The 1986 amendments to the Higher Education Act included additional 
provisions for reducing the cost of defaults in the GSL program, including 
requirements for increased counselling by lenders and institutions 
regarding borrowers' cumulative debt, monthly repayments, and the 
consequences of default, a higher reinsurance fee charged to guarantee 
agencies with high default rates, an extended repayment period for students 
with high debt, and limiting student borrowing to the amourit of vnmet need. 
Data on the impact of these changes in reducing the cost end incidence of 
defaults, however, will not be available for several years. 

Most of the steps that the federal government has taken over time 
have focused primarily on collections of previously defaulted loans. These 
efforts have substantially increased the amount of collections on defaulted 
loans. In fiscal 1986, federal collections on defaulted loans were $400 
million, up from less than $100 million as recently as fiscal 1982. 

Governmental efforts have been less successful in preventing 
defaults before they occur. The default rate for student loans still far 
exceeds that for other types of personal loans. Loss rates for mortgages 
are less than 1 percent mortgage delinquencies in excess of 60 days have 
climbed to almost 2 percent, and credit card loss rates typically nin about 
2 percent. These rates of loss could reasonably be conpared to the roughly 
5 percent "net" annual default rate for GSL. 
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It would be difficult to reduce student loan default rates to 
levels for other types of personal or consuiner loans unless certain 
fundamental aspects of the programs were changed — for example, requiring 
collateral of student borrowers or restricting eligibility for groups of 
students with higher than average default rates. Such a change, however, 
would run contrary to the principle of expanding access to higher education 
for groups of students who have traditionally been under represented in 
postsecondary education. Another basic change would be to restrict 
loan eligibility on the basis of the record of the educational institution 
in terms of coirpletion rates and job placement. But education remains tiie 
province of the states, and the federal government presently has no mandate 
to assess the merits of the programs of educational institutions. 

Short of changing the basic nature of the program, however, more 
can and should be done, especially in trying to prevent defaults before 
they occur. The key for default prevention is to create additional 
incentives for all participants to prevent defaults from occurring. A 
number of suggestions have been made for reducing the incidence of student 
loan defaults. Some of these suggestions are listed below. 

Bducational Institutions 

• Bducational institutions might be required to exhaust a student's 
grant eligibility before providing a loan. This might entail waiting 
several months into the first semester before allowing a loan to be made. 

• The number of loans made to students attending institutions with 
high default rates might be limited. To be fair to institutions v*io enroll 
high concentrations of students wlio are likely to default, the threshold 
for restricting loans should be done on a sliding scale; institutions vAich 
can demonstrate that they have a high proportion of default-prone borrowers 
should have a higher cutoff level. The threshold level should be 
established on an annual basis; schools should not have to try to overcome 
the effects of large defaults that occurred many years ago. 

Borrowers 

• The 5 percent federal origination fee and the insurance premium 
currently collected by guaranty agencies in the GSL program might be 
combined into a default fee that would be used to establish a loan 
insurance fund. Currently, the federal origination fee is used to offset 
in-school interest and special allowance costs; state agencies are allowed 
to use the students' insurance pre iums for operating expenses, reserves, 
defaults, or other expenses. Under this proposal, payments from the 
origination fee and insurance premiums would be used to offset part of the 
federal cost of defaults. All or a portion of the fee could be refunded to 
the borrower v^en a loan is fully repaid. 

• Borrowing could be limited to students v^o have received a high 
school diploma or its equivalent. 

• Borrowing might also be limited to students v^o have completed 
between six months and two years of their academic program, depending on 
the type of program in v^ich they are enrolled. 
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Lenders 

• Lenders vith high default rates might be required to pay a fee 
into the loan insurance fund to offset the federal costs of defaults. 

• Alternatively^ lenders with high default rates might receive less 
than 100 percent of their default claims. As in the case of educational 
institutions, the threshold rate for lenders should be an annual one and be 
set on a sliding scale that varies with the c(»nposition of borrowers: the 
more default prone the borrowers / the higher the threshold rate. 

Guaranty Agencies 

• Guaranty agencies already have an incentive for default 
prevention; the rate at which the federal government reinsures their 
default claims is reduced below 100 percent when their default rates exceed 
certain threshold levels. If additional incentives for default prevention 
are desired, then the reinsurance rates or the threshold levels mig^t be 
further lowered, or both steps might be taken. 

• Alternatively, the administrative cost allowarice that guaranty 
agencies currently receive (equalling one percent of new loan volume) could 
be reduced for guaranty agencies with high default rates. Currently, this 
allowance covers frcnn 4% to 50% of the administrative funding of state 
guaranty agencies. 
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This paoer examines the demand for Guaranteed Student Loans (GSL's) 
over the last eigh^ years. 

Demand ft" GSL's is defined as the amount of money needy 
undergraduate students require to attend postsecondary educational institutions 
after taking into account the income of the student's family and all federal, 
state and institutional grants <ind loans. 

This can be expressed in the following formula: 

demand = tuition + living allowance - 

expected family contribution - Pell Grants - 
SEOG Grants - Work Study (CWS) - 
National Direct Student Loans (NDSL) - 
state grants (SSIG) - institutional aid 

Needy students are those whose expected family contribution (EFC), 
what they or their family can afford to pay towards a college education, is 
less than the cost of attending the institution where they are enrolled. 

Data from the U.S. Department of Education's Fiscal Operations Report 
and Application to Participate (FISAP) were used to examine GSL demand from 
1979 to 1986. These data contain a variety of student financial aid information 
for every institution that receives institutional aid (SEOG, CWS, and NDSL) 
from the federal government. This leaves out many institutions that receive 
Pell and GSL only. These data will be augmented with data from the Education 
Department's Pell Grant Institutional Data File in the final version of this 
paper. However the institutions in the FISAP data set account for xxxxx% of 
Pells and an even larger percentage of GSL's. Generally those irstitutions that 
are not on the FISAP are very small. 

Average tuition per undergraduate student wa.; calculated by dividing 
total undergraduate tuition and fees by the total number of undergraduate 
students attending the institution. A standard living allowance, derived by the 
Department of Education, was added to this figure to obtain average cost per 
student. 

The FISAP data also contain a matrix of aid applicants by income and 
dependency status. The American College Testing Service (ACT) has computed 
average EFCs for each income level by dependency status. For example, ACT 
calculated that the average family of a dependent student with $6,000 - 8,999 
of income could afford to contribute $1,022 to their child's education for the 
1985-86 school year. 

The EFCs calculated by ACT were used to determine total need at each 
institution. The first step was to calculate the average need for each income 



ERiC XXIII - 1 



DO NOT a 

and dependency category (each element of the matrix). This was obtained by 
subtracting the ACT-derived EFC for the category from the average cost per 
student for the institution. Need was set to zero (0) for those categories 
where average EFC was greater than the average cost per student. Step two was 
to multiply the average need for e&ch category by the number of aid applicants 
in that category. This results in the total need for each category. These 
totals were summed to obtain total need for the institution. 

The total number of needy students for any institution was derived by 
summing the number of aid applicants in all categories with an average need of 
$1 or greater. 

Figures for Pell, SEOG, NDSL, CWS, and state aid vr 2 
straiqhtforward, coming directly from the FISAP data. CWS awards and NDSL loans 
goinq to graduate students were subtracted out. 

Determining how much institutional aid went to needy students was 
more complicated. The data available on the FISAP tape for institutional aid 
are data on "maintainance of effort." This represents all institutional aid 
including that aid that went to non-needy students. Using data from various 
sources' percentages of total institutional a'ci going to needy students 
were calculated. Roughly 5%, 30%, and 50% of institutional financial aid goes 
to needy studentr in public 2-year institutions, public 4-year institutions, 
and ^lrivate institutions, respectively. Proprietary institutions were assigned 
a 50% rate although there were no data to confirm that rate. Proprietary aid 
reoresents a very small percentage of all institutional aid. 

Figure 1 shows the total figures for needy students from the FISAP 
data for 1978-79 and 1985-86. Data for 1979 are ^"n 1986 dollars. Figure 2 shows 
these same finures on a per needy student basis. These data control for the 36% 
increase in needy students over the 1979-86 period. 

The data show that the typical needy student now pays 12% more for 
his/her education in 1986 than in 1979. But these figures disguise the increase 
in tuitions. Total cost includes a standard living allowance calculated by the 
Department of Education that is adjusted annually for inflation. Actual 
tuitions went up 36% per needy student in the 1979-86 period. There was no 
significant change in the distribution of students among postsecondary 
institutions by the price of institution. Thus one cannot attribute the change 
in tuitions to more students attending higer priced institutions. 

The EFC's of needy students increased at a greater rrte than cost. 

Pells were up 7% per needy student although private institutions saw 



'. Department of Education's National Postsecondary Student 
Aid Study (NPSAS) Pilot Study Data, Charles Andersen's Student 
Financial Aid to Full-Time Undergraduates, Fall 1984 , the i5oi-82 
and iyB;i-B4 student Aid Recipient Surveys ot the Amer i can 
Association of State Colleges and Universities and the National 
Institute of Independent Colleges and Universities, and Irene 
Gomberg and Frank Atelsek's The Institutional Share of 
Undergraduate Financial Assistance, l9/b-77: 
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a 6% decrease in Pells per student. SEOG's and CWS were down 34% and NDSL*s a 
whopping 48%. 

Instituional aid was up 13% per needy scudent driven by the 46% 
increase in the private sector. State aid was down 11% per capita. 

The typical needy student has to finance $2,208 with GSL or some 
other means. This is a $655 increase, in real dollars, over 1979. 

Higher tuitions played by far the biggest role in this increase 
except in 2-year public instituions where tuition costs have only increase 14% 
above inflation. 

Higher EFC's were by far the most important factor in holding down 
the demand for GSLs except in the private institutions w^ere the 46% increase 
in institutional aid played an equally important role. 
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Type Of institution Cost EFC Pell Campus-Based Institutional State NUiL Students 

I'ltii d"J!1' . $909,261,134 $440,790,573 $176,982,805 $17,987,897 $96,018,475 $37,984,723 549,493 

4-Year Public $6. «6. 003, 183 $2,333,961,981 $1,038,954,581 $493,867,944 $638,302,933 $392,722,292 $373,087 716 1,241 000 

/.vi*^* $2,168,941,61? $653,102,298 $406, 130,881 $843,350,156 $566,047 295 $333,222,867 790 345 

Proprietary $1,589. 24,442 $408,645,650 $187,987,478 $36,221,997 $24,811,734 $23 755 898 $75 083 291 189 787 

Total $16,980,440,374 f5, 820, 810, 382 $2,320,834,930 $1 , 1 13,203,627 $ 1 , 524, 452 , 7?0 $1 ,078,543, 960 $819,378) 597 2,77o!625 

1985 

d"^]^ $3 ,309, 197,035 $1 ,344,714,528 $616,800,91 1 $142,355,887 $24,677,683 $122,350, 473 $22,495,424 710, 1 17 

4-Year Public $8,167,307,54 $3,121,722,133 $1,345 076,708 $397,412,502 $795,194,505 $443 215 796 $265 284 755 1,481 600 

Private $8,784,832,294 $3,065,430,067 $743,730,757 $410,851,467 $1,488,483,289 $66^,061 122 $243 966 172 953 278 

Proprietar' $5,667,840,147 $1,513,850,581 $655,483,177 $48,374,435 $22 111166 $80 809 274 $45 001026 618 277 

Total $25,929,177,017 $9,045,717,309 $3,361,091,553 $999,001 291 $2,330,466,643 $1 ,3 : ,436,665 $576,747 377 3 763 272 



>< FIGURE 1 



Total FISAP Data By Type of Institution 
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Type of Institution Cost ETC Pel] 
1979 

2-Year Public $4,575 $1,655 $802 

4-Year PubHc $5,210 $1,881 $837 

Priv te $8,112 $2,744 $826 

Proprietary $8,373 $2,153 $991 

Total $6,129 $2,101 $838 

1985 

2-Year Public $4,660 $1,894 $869 

4-Year Public $5,512 $2,107 $908 

Private $9,215 $3,216 $780 

Proprietary $9,167 $2,448 $1,060 

Total $6,890 $2,404 $893 



Campus-Based Institutional State NDSL 

$322 $33 $175 $69 

$398 $514 $316 $301 

$514 $1,067 $716 $422 

$191 $131 $125 $396 

$402 $550 $389 $296 



$200 $35 $172 $32 

$268 $537 $299 $179 

$431 $1,561 $697 $?.56 

$78 $36 $131 C73 

$265 $619 $348 $153 



FIGURE 2 



FISAP Data Per Needy Student 
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Student Indebtedness In Texas: 
Survey Results and Policy Implications 



EXECUTIVE SUMMARY 

This report (l) discusses trends in financial aid policy and the theory behind 
these changing policies, (2) empirically describes patterns of student borrowing in 
Texas, and (3) considers the implications of such levels of debt in light of 
demographic and structural changes in the economy. 

Student financial aid is one way that governments subsidize higher education. 
The role of government subsidization of post-secondary education is to ensure that 
public goods are provided in an equitable way when market failures occur. Higher 
education is a quasi-public good, in that, both society and the student receive 
benefits; as such, the cost is shared by both parties. The degree to which higher 
education is financed collectively is largely a political decision, and cannot be 
decided on scientific grounds. Current trends in financial aid policy reflect the 
position that benefits accrue primarily to the student, who. consequently, is 
expected to pay a greater percentage of the education. The effects of this policy 
are shown from the results of the survey of Texas borrowers. 

The two populations consisted of: (l) 1986 graduates of twelve Texas 
undergraduate institutions (public and private) and (2) 1981 graduates of all 
programs (undergraduate, professional and graduate) at the University of Texas at 
Austin. Both student loan borrowers and non-borrowers were included. Sample 
populations of sizes 1540 and 1000 respectively were randomly chosen to be 
surveyed. The response rates for the populations were 44.5 percent and 41.5 
percent, respectively, (Over one-half of the no responses were those with bad 
addresses.) Core information for both respondents and non-respondents was 
available to perform chi-square tests. The chi-square results revealed that for no 
significance difference existed between those that responded and those that did not. 

The results were compared to recent research. The level of debt in Texas 
was comparable to that found in high tuition states such as Pennsylvania and New 
York, with a few interesting exceptions. A high percentage of Texas student 
borrowers have relatively high levels of student debt. Additional information was 
gathered concerning non-student debt. Important sub-populations within the Texas 
survey populations were analyzed. Even at the peak of federal emphasis on need- 
based grants, disadvantaged students relied relatively heavily on student loans. 

Given demographic trends and structural changes in the economy, increasing 
student debt, both in Texas and nationally, is seen as especially detrimental to the 
health of the economy and Americans' ability to compete internationally. 
Disadvantaged populations w^ill bear the initial hardships in the form of lower 
enrollment rates and heavier loan burdens. 



STUDENT DEBT IN TEXAS: 
SURVEY RESULTS AND POLICY IMPLICATIONS 



Introduction 

This report (l) discusses trends in financial aid policy and the theory behind 
these policies. (2) empirically describes patterns of student borrowing in Texas, and 
(3) considers the implications of such levels of debt in light of demographic and 
structural changes ir. the economy. To facilitate an examination of student debt, a 
survey was conducted of two populations: (l) 1986 graduates from undergraduate 
programs at twelve four-year senior educational institutions in Texas, and (2) 1981 
graduates from all degree programs at the University of Texas at Austin. Other 
relevant empirical studies were also reviewed. The responses from a mailed 
questionnaire helped describe the implications of student debt, but in this area, too, 
a review of existing research proved valuable. The findings fiom these sources 
aided the analysis of existing programs and the development of reforms. 

Certain economic theories or concepts have helped shape financial aid policy. 
A brief summary of these theories and of the policies they have influenced precedes 
the empirical description of student debt in Texas. 
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The Role of Government in Subsidizing Education 

Higher education is subsidized through financial aid packages and through 
tuition breaks at state universities. Why do governments— state, federal, and 
sometimes local communities— subsidize post-secondary education? Economic theory 
offers suitable explanations for government involvement in higher education. 
Government has a role in subsidizing post-secondary education for three primary 
reasons: (1) to provide a public good where private markets fail, (2) to encourage 
investments in human capital by reducing the risk to the individual, and (3) to 
promote equity within our society. 

Higher education is considered a public good. The collective provision of 
some goods can be accomplished more efficiently by governments or non-profit 
organizations than through profit motivated organizatioi^s. Public goods like a 
national defense or a standardized monetary system must be jointly consumed or 
used. The benefits and costs associated with these public goods do not accrue 
exclusively to a single person or group but to a community or to society as a 
whole. Market mechanisms are unable to establish an adequate system of 
incentives that would be necessary to provide public goods. "Free-riders" will take 
advantage of any private provider who singularly bears the burden of providing a 
public good. Without proper reward, the market for the public good fails. To 
insure that these goods enjoyed in common are produced, governments typically 
step in either to provide these goods or to contract with organizations which can 
provide them more efficiently and effectively. National defense and a standardized 
monetary system are clearh enjoyed in common. The public nature of other goods 
such as higher education is not as apparent. These pablic goods run the spectrum 
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from small to large public benefit. The degree of public benefit provided by higher 
education cannot be determined scientifically, for it is a political question. The 
amount of government support for higher education v/ill largely depend on the 
resolution of this question. 

While debates concerning public goods center around questions of equity (who 
should pay how much), human capital theory focuses more directly on the higher 
education market imperfections. In aggregate, investments in human capital yield 
high returns. For the individual, however, the range of possible outcomes may be 
great. Luck can account for the level of return on any given individual education 
investment. Relative to the resources of the typical family, the investment required 
for higher education is very large; for poor families, the investment appears even 
larger. Unlike business equipment or real estate, education does not involve items 
which can be used as collateral. Uncertain payoffs, high stakes, and no collateral 
combine to make higher education prohibitively risky for an individual. 
Government can reduce this risk and encourage the development of human capital 
by spreading the costs of higher education throughout the general public. 

In addition to promoting economic efficiency, the public sector also defends 
the value of equality in our society. To insure that higher education is accessible 
to all, regardless of race, sex, and income, government subsidizes post-secondary 
education primarily for disadvantaged persons who can least afford to make such a 
costly investment. The Johnson Administration was clearly motivated by a concern 
for equality when it successfully passed the Higher Education Act of 1965 which 
established the major financial aid programs that exist today. While a genuine 
concern for equity underlies federal financial aid policy, economic arguments further 
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strength -^11 the justification for these programs. Improving the economic and 
educational condition of traditionally disadvantaged people was teen as one way to 
break out of the cycle of poverty, to allow these people to contribute more fully to 
society. 

National Trends in Financial Aid 

Student debt is soaring. Both in Texas and nationally, almost one-half of all 
full-time students leave college in debt. This debt is likely to be much higher than 
ever before. Three trends in financial aid policy have contributed to the increased 
size of educational debt: (1) rising tuitions. (2) decreased federal subsidies to 
students, and (3) the changing characte^^ of federal subsidies from grants to loans. 

During the past seventeen years higher education tuition in the United States 
has increased at a rate of 7.8 percent, while the Consumer Price Index (CPI) has 
increased by only 6.7 percent. Within the past seven years the problem has 
increased. From 1980-81 to 1986-87, tuition climbed 9.8 percent w^hile the CPI 
rose only 4.9 percent. The rise in tuition increased at about the same rate for 
both public and private universities, 9.8 percent and 9.9 percent respectively. In 
1985. the Texas Legislature passed legislation increasing tuition at public 
universities. Resident tuition rose from $4 per semester hour, set in 1971, to $12, 
with annual increases to continue until 1995 ($24). Non-resident tuition w^as set at 
100 percent of the cost of the education, but with waivers available for some 
students. 

Concurrent wMth rising tuition, students have received proportionally less 
assistance from the federal government. As table 1 below shows, federal aid has 

o 2?, 
ERJC XXIV - 4 



declined in constant 1986 dollars from a high in :0S0-81 of $18,380 million to 
!fl5.746 million estimated for 1985-86 for a 14 percent drop. 

Table 1: Federal Aid Awardea to Post-secondary Students 
In Constant 1986 Dollars (In Millions $) 

Estimated 

Program Type 1970-71 1975-76 1980-81 1985-86 



Grants 

College 
Work-Study 

Loans 

Total 



5.008 

643 
3,671 
9.322 



13,154 

598 
3,590 
17,342 



8.495 

855 
9.030 
18.380 



4,958 

710 

10,078 
15,746 



Source: Gillespie and Carlson. Trends in Student Aid: 1963 to 1983 , 
1983: College Board, Trends in Student Aid: 1980 to 1986 . 1986: Data 
for 1985-86 from various federal agencies: As found in Janet Hansen. 
Student Loans: Are They Overburdening a Generation? 
Joint Economic Committee of the U. S. Congress, December 1986, p.48. 



Not only is federal financial aid declining, but the remaining aid is shifting 
from grants to loans. The decrease in federal aid has come primarily from grant 
programs which declined $3,537 million from 1980-81 to 1985-86. During this same 
period, loans increased $1,048 million in constant 1986 dollars. The balance 
between grants, loans, and work-study has undergone tremendous change during the 
past decade. Grants accounted for 75.9 percent of the total federal financial aid in 
1975-76. In 1985-86, only 31.5 percent of ;^.c., ledcral aid was in the form of 
grants. Loans have increased during this time from 20.7 percent in 1975-76 to 64.0 
percent in 1985-86. During ihi^ period of rapid change the major federal loan 
program. Guaranteed student Loan Program, moved from a minimally subsidized 
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loan aimed at middle-income families to a more heavily subsidized loan for the 
needy. Middle-income families have fewer resources to aid them through the 
increasingly expensive college years while low-income families receive less grant 
money and must rely increasingly on loans. 

Financial Aid Trends in Texas 

State governments have promoted access to higher education through a 
combination of tuition breaks and financial aid programs. Texas has long 
maintained a popular, low tuition policy at its public universities. In a national 
ranking of states by average tuition and fees at the five largest public universities 
in each state. Texas ranked 43rd with an average cost of $741 for 1985-86. The 
method of higher education financing used in Texas gives only the state legislature 
the authority to change tuition rates. In only three other states are the 
institutions or the state overseeing agency not allowed to adjust tuition rates. As 
inflation soared in the mid-1970s, Texas kept tuition low and, in effect, subsidized 
higher education to a greater extent. 

Another facet of tuition policy in Texas is the uniform level of tuition. The 
tuition charged to in-state students does not reflect either the quality of the 
program or the cost to the state to provide that program. For example, the 
amount of state expenditurr.s per full-time student equivalent at the University of 
Texas at Austin ($5,530 in 1984) is much greater than the an-iount appropriated for 
the University of Texas of at El Paso ($3,008 in 1984), an institution within the 
same university system. Hut with a different implicit mission. ^ However, the same 
tuition is charged by both institutions. Students attending he more costh r^^^earch 
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oriented institutions, i.e.. UT at Austin and Texas A k M University, receive 
greater subsidies from the state than students attending schools less well financed 
or acclaimed. 

Because of low tuition. Texas policymakers felt little need to support large 
financial aid programs. No centrally administered state funded grant program 
exists for students attending public universities. The primary state grant program, 
the Tuition Equalization Grants (TEGs). directs money to private colleges to help 
reduce the difference in cost for residents of Texas between attending a private 
coll'^ge and a public university. The schools receiving the greatest amount of aid 
through TEGs are Southern Methodist University and Baylor University. In 
19S5-86. the Texaii Legislature allotted an average of only $30.80 of grant money 
per student, placing Texas 3^th nationally. In contrast. New York appropriated 
over 13 times as much grant money per student ($408.90) as did Texas. The 
average tuition and fees at New York public colleges ($1,472) is almost twice as 
high as in Texas. For this reason the need for grant money in New York, at first 
glance, appears far greater than in Texas. Focusing solely on tuition and fees, 
however, misrepresents the cost of attending college and suggests that the cost to 
Texas students is less substantial than is the case. This misperception is widely 
held and can largely explain the contentment nir.ny supporters of higher education 
^have towards the luw level of need-based grant money in Texas. 

A policy of equal educational opportunity that focuses on low tuition to the 
neglect of financial aid programs fails to consider the cost of room and board— two 
factors which play prominent roles in calculating financial aid packages. When 
room and board is included in the average cost at public universities. Texas ranks 
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much higher nationally. Using the five largest public universities in each state, the 
average total cost of education (tuition, fees, room and board) for Texas resident, 
non-commuters in 1985-86 was $4,040. Only 15 other states were more expensive 
places in which to attend a public college. With no state funded need-based grant 
program, many students attending public colleges in expensive cities like Austin and 
Dallas turned to student loans to allow them to get a post-secondary education. 
One hypothesis of this study was that Texas students have larger debt burdens 
when compared to students in other states due to the unavailability of adequate 
amounts of grant money. 

Student Debt in Texas: Survey Results 

The need for more thorough and reliable research specific to Texas is clear. 
To help remedy this problem, the Texas Guaranteed Student Loan Corporation 
commissioned a survey of recent graduates to help describe how students finance 
their education, focusing, in particular, on patterns of student borrowing. Two 
populii^ions were surveyed: Texas residents who were either (l) 1981 Spring 
graduates from the University of Texas at Austin or (2) 1986 Spring graduates 
from oae of twelve Texas four-year colleges. Both populations were mailed 
identical surveys and cover letters in late August and again in late September. 

41.5 percent of the 1981 graduates surveyed responded to the questionnaire, while 

44.6 percent of the 1986 graduates responded.* 



*Some studies exclude from the calculation of the response rate individuals whose addresses were 
incorrect or unknown. I chose not to exclude 5uch cases from the calculation, because I hope to 
make generalizations about the '^parent" population and not just about those with good addresses. 
For those interested, approximately one half of those not responding had unusable addresses 
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The 1981 graduates included those from undergraduate, professional, and 
graduate programs at the University of Texas at Austin. Only graduates from 
undergraduate programs were included among the 1986 graduates population. The 
1986 graduates population was mcsnt to approximate the entire four-year college 
population. Both public and private schools were represented as were the various 
geographical regions in Texas. 

Information pertaining io school attended, degree received, department major, 
and mailing address was available for both respondents and non-respondents in 
both sample populations. With this information, chi-square tests were made to 
detect the presence of bias in the population responding to the questionnaire. 
Using a two-tailed test (.05 level of signit.cance), the null hypothesis "that no 
difFererces existed between the responding and non-responding populations" failed to 
be rejected. On the basis of information available for both populations, any 
differences between the two populations could have resulted randomly. Similarly, 
no significant differenLSs were detected between those responding to the first and 
second mailings. 

Operational Definitions 

The survey instrument consisted of three sections. All respondents were asked 
to answer the questions in sections A and B; section C was reserved for those who 
had received an educational loan. The first section asked for information pertaining 
to characteristics of (l) the student (gender, age, race, marital status), (2) the 
educational experience (jears attended, selection process), and (3) the method of 
financing (sources, parent's income, knowledge of financial aid programs). Parent's 
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income represented the students* best estimate of their parents' combined income 
during the student's post-secondary education. 



Graduates answering ''Yes" to the following filter question were asked to 
continue to section B: 

Did you ever receive a loan from a bank, college, parents/relatives, etc., 
to meet the costs directly related to your education (tuition, fees, room, 
board, transportation, and personal expenses)? 

This definition of student loan is broader than that used in most student aid 
research and was designed to capture information unavailable from program based 
data, such as loans from parents/relatives and credit card companies. The most 
useful information obtained from section B was the self-reported loan amounts from 
vanous sources. From this data, four important variables were created which 
report the amount of student debt from (l) Guaranteed Student Loans (GSLs), (2) 
federal student loans, (3) all program student loans, and (4) all student loans. The 
amount of GSLs represents the amount reported by the student. Federal student 
loans includes GSLs, National Direct Student Loans (NDSLs), Health Education 
Assistance Loans (HEALs), and Health Professions Student Loans (HPSLs). All 
program student loans combine the amount of federal student loans, loans from 
private religious and civic organizations, and state program loans. All student 
loans refers to both program loans and loans from parents and/or relatives. 

Section C produced the student's employment status, income, and amount of 
non-educational loans. The student's income includes the student's spouse, when 
applicable, and was divided into seven increments. Ton-educational debt was 
obtained by simply asking the student, "Excluding student loans, what is the 
approximate amount of your indebtedness?" By combining some of the responses 
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in Section B with some from Section C, two variables were created: (l) cumulative 
piogram debt, which is the sum of program debt and non-student loan debt and 
(2) total debt, which derives from the summation of all student debt (including 
loans from parents) and non-student debt, 

Texas Student Debt Compared To Other States 

Studies by Guaranteed Student Loan agencies from Pennsylvania and New 
York allow th ? results of this survey of Texas students to be compared with other 
states. In contrast to Texas, the state governments of Pennsylvania and New York 
have adopted policies of charging high tuition at public universities coupled with 
substantial state financial aid programs. Tuition and fees in these states are 
approximately twice as high as in Texas. Given the large expense of attending 
public universities in Pennsylvania and New York, student debt in these states 
would be expected to be much higher than in Texas. Actually, student debt 
follows somewhat comparable patterns in all three states with a few surprising 
exceptions. For 1980-81, the cumulative GSL debt of Pennsylvania undergraduate 
seniors is compared in table 2 to the total GSL debt held by 1981 undergraduate 
graduates of the University of Texas at Austin. Borrowing by 1985-86 
undergraduate seniors in New York is compared to 1986 graduates from twelve 
Texas colleges. Given the differences in the populations and how the information 
was gathered, caution is advised when comparing these populations. 

The size of student debt in Pennsylvania and the University of Texas at 
Austin appear to follow similar patterns, but with larger percentages of UT 
graduates with very large debt burdens. While only 2.9 pe/cent of Pcr.nsylvania 



Table 2: Cumulative GSL Debt Of Undergraduate Seniors 
In Pennsylvania, New York, And Texas*, 
1980-81 And 1985-86 



PA UT Austin NY TX 

Amount 1980-81 1980-81 1985-86 1985-86 



Less than 

$ 2,500 31.7% 33.6% 10.5% 39.2% 
$2,501- 

5,000 35.0% 29.9% 18.3% 26.1% 
$5,001- 

7,500 30.4% 17.2% 21.6% 13.6% 
$7,501- 

10,000 2.9% 6.0% 38.8% 11.9% 
$10,001- 

12,500 ^7A 3.0% 10.8% 3.4% 
$12,501- 

-f N/A 10.4% N/A 5.7% 

* 1980-81 figures reflect self-reported GSL debt of graduates from the 
University of Texas at Austin undergraduate program; 1985-L6 figures 
reflect the same foi graduates from twelve Texas Universities. 

** N/A - Not Applicable 

Other Sources: Jerry S. Davis, "Growing by Leaps and Bounds," 
Pennsylvania Higher Education Assistance Authority, November, 1985; 
unpublished data from New York State Higher Education Services 
Corporation; as cited in Janet S. Hansen, Student Loans: Are They 
OverburdeninR a Generation? College Board, Washington, D.C., December, 
1986, p. 13. 



borrowers had accumulated debts of over $7,501, 19.4 percent of UT graduates 
incurred debt over this amount. As would be expected with the differences in 
tuition policies, in 1985-86 average total debt burdens m New York ,were higher 
than in Texas. However, the percentage of borrowers with debt burdens of $10,001 



XXIV - 12 273 



and over in Texas and New York was approximately equal: 10.8 percent of New 
York borrowers and 9.1 percent of Texas borrowers received total GSLs of $10,001 



comparable to debt in high tuition states and that relatively large numbers of 
Texas students incur very high levels of student debt. 

The College Scholarship Service (CSS) and the National Association of 
Student Financial Aid Administrators conducted a survey of undergraduate financial 
aid policies which provides insight into national student debt levels. ^ Table 3 
corpDares student debt in Texas with national percentage.s as reported in the 
CSS/NASFAA study. 

As in the Pennsylvania and New York studies, national comparisons show 
student debt in Texas to be more polarized between the extreme low and high 
percentages of debt. Nationally, student debt tends to be more normally 
distributed, with fewer students at each extreme and the largest percentages 
hovering around the center. In Texas, the percentages of student borrowers appear 
more spread out along the spectrum of debt levels. Table 4 divides debt levels 
into three divisions consisting of three categories. By collapsing the information 
from table 3, the different patterns of student borrowing between Texas and the 
nation become more obvious. Table 4 shows that the 1986 Texas survey 
population would be divided into three segments of virtually equal size, in contrast 
to the rest of the nation where the number of students borrowing clusters around a 
certain amount of debt. 

In analyzing the data from the survey it became apparent that debt burdens 



and over. 



These comparisons suggest that student debt in Texas is roughly 
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Table 3: Average Debt From All Sources* At The End Of Four 
Years, As Rppnrted By Financial Aid Offirors** 
And The TGSLC Survey Of 1986 Graduates 



Public Private 
Debt After 4-Year 1986 TX 4-Year 

4 Years Instit. Univ.Grad. Instit. 



Under $1,000 


0% 


13.6% 


0.4% 


$1,000-1,999 


1.5% 


5.5% 


0.5% 


$2,000-2,999 


5.1% 


16.9% 


1.5% 


$3,000-3,999 


7.8% 


8.1% 


2.2% 


$4,000-4,999 


20.4% 


4.7% 


6.8% 


$5,000-7,499 


' 31.8% 


22.0% 


19.3% 


$7,500-9,999 


22.8% 


10.6% 


38.7% 


$10,000-14,950 


9.0% 


14.0% 


27.3% 


Over $15,000 


1.2% 


4.7% 


2.6% 


Not Applicable 


0.3% 


N/A 


0.7% 



* Includes all program student loans (excludes loans from parents, 
relatives and friends). 

** College Scholarship Service and National Association of Student 
Financial Aid Administrators, Surve_y of Undergraduate Financial Aid 
P olicies, Practices and Procedures , forthcoming, as found in Janet S. 
Hansen, Student Loans: Are They Overburdening A Generation? , 
College Board, Washington, D.C., Dec^ mber, 1986, p. 16. 



*** 



N/A = Not Applicable 



fluxuate greatly from the mean, producing very high standard deviations for both 
populations and for most sub-populations. Reporting data by quartiles supplements 
mean statistics in showing this polarization. The following tables (5 and 6) report 
the mean and quartiles for students in both populations receiving student loans. 
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Table 4: Average Debt From All Sources* At The End Of Four 
Years, As Reported By Financial Aid Officers** 
And The TGSLC Survey Of 1986 Graduates 



Public Private 
Debt After 4- Year 1986 TX 4-Year 

4 Years Instit. U.Grad. Instit. 



Under $3,000 


6.6% 


36.0% 


2.4% 


$3,000-7,499 


60.0% 


34.8% 


28.3% 


Over $7,500 


33.0% 


29.2% 


68.6% 


Not Applicable 


0.3% 




0.7% 



* Includes all program student loans (excludes loans from parents, 
relatives, and friends). 

** College Scholarship Service and National Association of Student 
Financial Aid Administrators, Survey of Undergraduate Financial Aid 
I olicies, P^-actices and Procedures , forthcoming, as found in Janet S. 
Hanstu, Student Loans: Are They Overburdening A Generation? , 
College Board, Washington, D.C., December, 1986, p. 16. 



*** 



N/A = Not Applicable 



The most marked difference between the two populations is the much larger non- 
educational debt among 1981 graduates. This finding probably reflects an increase 
in the number of home mortgages as these adults begin to settle down. 

Breaking down the data from the survey into sub-populations enhances the 
description of student borrowing in Texas. Given the much lower earning 
prospects of women, reports have pointed with alarm to the relatively identical 
borrowing patterns of men and women. ^ Given this concern, it was important to 
look at borrowing patterns of Texas students by gender. For both 1981 and 1986 
survey populations, females borrowed at rates lower than males in all categories of 
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Table 5: Mean Debt Levels And Percentiles For 
1981 Graduates* From The University Of Texas At Austin 



Type Of 25 50 75 

Debt Mean %-tile %-tile %-tile (n)** 

GSL $ 5,742 $ 2,500 $ 4,700 $ 7,500 144 

Federal 

Student Loans S 6,249 $ 2,500 S 5,000 $ 7,500 172 
All Program 

Student Loans S 6,691 $ 2,500 $ 5,000 $ 8,875 190 
All Student 

Loans# $ 7,596 $ 2,850 $ 5,000 $ 8,875 216 
Non-Student 

Loans $60,285 $ 6.000 $40,000 $90,000 162 

All Program 
Student Loans 

& Non-Student $60,656 $ 9,000 $29,000 $86,375 178 
Loans 

All Student 
Loans# & 

Non-Student $61,289 $10,000 $30,000 $87,250 181 
Loans 

* Includes graduates from undergraduate, professional, and graduate 
programs. 

** (n) = the number of observed cases. 

# Includes loans from parents, relatives, or friends to students for 
educational purposes. 



debt. The amount of total debt for 1981 women graduates of UT at Austin was 
almost $18,000 pe/ student loan borrower lower than for their male counterparts. 
Quartile figures show the same i^at^ern of lower debt burdens among females, but 
with a few additional caveats. For program student loans, female graduates in 
1981 have higher first ari third quartile debt levels than men, who on average 



XXIV - 16 



2^3 



Table 6: Mean Debt i^evels And Percentiles For 

1986 Graduates* From Twelve Texas Universities 



Type Of 25 50 75 



Debt 



Mean 9t-tile ^-tile %-tile (n)** 



GSL $ 5,374 $ 2,500 $ 4.500 $ 7,500 176 



Federal 

Student Loans $ 5,496 $ 2,500 i 4.800 $ 7,500 



198 



All Program 

Student Loans S 5,712 $ 2,500 $ 5,000 $ 8,000 236 
All Student 

Loans# $ 7,606 $ 2,500 $ 5,700 $10,000 271 
Non-Student 

Loans 8 9.129 $ 1,450 $ 3.750 $10,000 171 

All Program 
Student Loans 

& Non-Student $11,768 $ 3,277 $ 7,544 $13,350 262 
Loans 

All Student 
Loans# & 

Non-Student $13,786 $ 4,500 $ 9.500 $17,300 271 
Loans 

* Includes graduates from undergraduate programs only. 
** (n) = the number of observed cases. 

# Includes loans from parents, relatives, or friends to students for 
educational purposes. 
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have higher program student debt. For all student loans, 1981 male graduates of 
UT at Austin have the same first quartile and median as do women graduates, but 
have a much higher third quartile, suggesting that a few men report relatively large 
loans from parents/relatives which significantly increases thn mean. 1981 female 
graduates report much smaller non-educational debt than do men. While women 
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borrow less than men, the difference in the amount of debt between men and 
women is less pronounced by 1986. 

Another area of concern to student aid policymakers is the pattern of 
minority borrowing. Has the federal shift from an emphasis on grants to loans 
influenced minority student borrowing? Some have argued that minority students 
are more reluctant than Whites to take loans. One thread of this argument 
focuses on the low income status of many minorities. On average, having fewer 
resources with which to pay back loans, minority students and their families are 
less willing than Whites to borrow. Further, gi/en the high rates of unemployment 
among minorities and low levels of income, minority students are less optimistic 
than Whites about their future earning power and believe the educational 
investment too risky. Another aspect of this argument focnses on the lack of 
experience and familarity with loans and banking procedures. Intimidated by or 
less famili?-r with the loan process, the argument goes, minorities seldom, and then 
only reluctantly, enter into debt. 

An HTialysis of the mean and quartiles debt leveis for Texas students is not 
able to adequately substantiate or reject these claims. Looking at the 1981 survey 
populaticn (table 8), minorities do borrow less heavily than their White 
counterparts for all loan categories. An analysis of data for 1986 graduates (table 
7) shows, however, that minorities borrow more heavily than Whites. This 
changing pattern of borro.ving, perhaps, reflects the changes in federal financial aid 
policy which reduced appropriations for grant programs and increased student 
dependence on student loans. The 1981 population received most of their loans 
during the peak years of federal spending for student grant programs, while the 
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Table 7: Mean Debt Levels By Ethnic Group For 

1980 Graduates* From Twelve Texas Universities 



Type Of 
Debt 



GSL 

Federal 
Student Loans 

All Program 
Student Loans 

All Student 
Loans# 

Non-Student 
Loans 

All Program 
Student Loans 
& Non- Student 
Loans 

All Student 
Loans # & 
Non-Student 
Loans 



White 



$ 5,536 
8 5,611 
$ 5,674 
$ 7,710 
$ 8.722 

$11,493 



$13,658 



Hispanic 
& Black 



$ 4,867 
$ 5,192 
$ 6,430 
$ 7,735 
S 9,722 

$12,497 



Sl3,994 



Total** 



$ 5,374 
$ 5,496 
$ 5,712 
$ 7.606 
$ 9.129 

$11,768 



$13,786 



* Includes graduates from undergraduate p/ograms only. 

** Total includes Whites, Hispanics, Blacks, Asians, and others. 

# Includes loans from parents, relatives, or friends to students for 
educational purposes. 

1986 population borrowed during the period of declining federal expenditures for 
student financial aid. 
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The effects of the changing c^a^acte^ of federal financial aid policy can also 
be seen by examining the debt patterns of Texas graduates by level of parental 
and personal income. For the 1981 survey population (table 9), borrowing from 
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Table 8: Mean Debt Levels By Ethnic Group For 
1981 Graduates* From The University Of Texas At Austin 



Type Of Hispanic 

Debt White k Black Total'^* 

GSL $ 5.761 $ 4,071 $ 5J42 

Federal 

Student Loans S 6.252 $ 5,300 S 6,249 

All Program 

Student Loans t 6.721 $ 5,564 S 6,691 

All Student 

Loans# S 7.549 $ 6.564 S 7.596 

Non-Student 

Loans $01,239 S41,125 $60,285 

All Program 
Student Loans 

& Non-Student $61,434 $43,133 $60,656 

Loans 

.\11 Student 
Loans # & 

Non-Student $61,897 $44,356 $61,289 

Loans 

* Includes graduates from undergraduate, professional, and graduate 
programs. 



Total includes Whites, Hispanics, Blacks, Asians, and others. 



# Includes loans from parents, relatives, or friends to students for 
educational purposes. 



federal stadent loan programs was most extensive among students whose parents 
made $40,000 and over. This reflects the federal policy in the late 1970s that 
directed student loans towards middle-income families, while reserving grants for the 
most needy. Surprisingly, students whose parents earned less than $25,000 
borrowed more extensively from federal loan programs than students whose parents 
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Table 9: Debt Levels By Parent s Combined Income For 

1981 Graduates* From The University Of Texas At Austin 

By Means 



Type less $25,000 $40,000 $55,000 

Of than to to plus 

Debt $24,999** $39,999 $54,999 



GSL $ 5.020 $ 4.608 $ 6.202 $ 6,214 
Federal 

Student Loans $ 6,107 $ 5,309 $ 6,404 $ 6,661 
All Program 

Student Loans $ 7,115 $ 5,406 $ 6,330 $ 6,817 
All Student 

Loans# $ 7.766 $ 5.827 $ 8.149 $ 8.509 
Xon-Student 

Loans $63,217 $53,117 $65,291 $59,132 

All Program 
Student Loans 

& Non-Student $68,615 $52,068 $63,218 $62,143 

Loans 

All Student 
Loans^ & 

Non-Student $67,661 $52,859 $64,074 $6^.625 

Loans 

* Includes graduates from undergraduate, professional, and graduate 
programs. 

# Includes loans from parents, relatives, or friends to students for 
educational purposes. 
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made between $25,000 and $40,000 annually. Further, the students whose parents' 
incomes were the lowest borrowed more heavily from all program loans than any 
other income group, relying, p',rhaps, on loans from religious or civic organizations. 
Nonetheless, by 1986 students from the lowest income families accumulated the 
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Table 10: Debt Levels By Parent's Combined Income For 
19S6 Graduates* From Twelve Texas Universities 

By Means 

Type less $25,000 $40,000 $55,000 

Oi than to to plus 

Debt $24,999"* $39,999 $54,999 



GSL $ 7,253 $ 4,744 $ 4.823 $ 3,999 
Federal 

Student Loans $ 6,988 $ 5,210 $ 4.924 $ 4,019 
All Program 

Student Loans $ 7,013 $ 5,444 $ 5,092 $ 4,180 
All Student 

Loans# $ 8.006 $ 8,547 $ 7,107 $ 7,278 
Non-Student 

Loans $12,725 $ 7.698 $ 6.867 $ 4.946 

All Program 
Student Loans 

k Non-Student $15,405 $10,248 $ 9.560 $ 7,527 

Loans 

All Student 
Loans# k 

Non-Student $16,219 $13,902 $11,973 $10,836 

Loans 

* Includes graduates from undergraduate programs only. 

# Includes loans from parents, relatives, or friends to students for 
educational purposes. 



largest average debt for each category of loans (table 10). Not only were the 
poorest students incurring large educational debt, but they also were borrowing 
more heavily than all other students for non-educational purposes. Perhaps these 
students could not depend on their parents - as could graduates from wealthier 
farailies — for assistance in purchasing automobiles or other expensive items. 
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Evidence from this survey indicates that low income students will, in fact, i 
heavy debt, however reluctantly. 



Six years after graduation, the 1981 graduates with the largest average 
student debt tended to make less money annually than graduates with smaller 
average student debt (table 11), thus making the loans especially difficult to repay. 
The average cumulative student loan from programs was $10,177 for graduates 
making less than $20,000, compared to an average program student debt of $ 6,202 
for 1981 graduates making over $50,000 annually. The larger student loan burden 
seems to have limited non-educational borrowing after graduation, with the 
graduates from the lowest income group (and those with the largest average 
student loans) borrowing considerably less than student loan borrowers with higher 
annual income. 1986 graduates who made between $20,000 and $30,000 have the 
largest average student loan debt. Graduates within the lowest income group have 
relatively low or moderate levels of student loan debt for the four student loan 
categories. 

Summary of Results 

No typical Texas borrower exists. Relatively large percentages of Texas 
student borrowers have cumulative debt burdens that are small ... and large. 
This polarization by level of student debt makes Texas unique. Focusing on 
potential pioblems, relatively large numbers of Texas student borrowers are 
accumulating debt burdens that are large by any measurement. 

Women continue to rely less on student loans than men. Looking beyond 
average debt, the differences in borrowing by gender appear less pronounced. 1986 
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Table 11: Debt Levels By Student's Income For 
1981 Graduates* From The University Of Texas At Austin 

By Means 



Type less $20,000 $30,000 $40,000 $50,000 

Of than to to to 

Debt $20,000** $29,999 $39,999 $49,999 plus 



GSL $ 7,396 $ 3,498 $ 7,784 $ 5,104 % 5,153 

Federal 

Student $ 8,993 $ 4,441 $ 7,006 $ 5,250 $ 5,820 

Loans 

All Program 

Student $10,177 $ 4,628 $ 7.140 $ 5,579 $ 6,202 

Loans 

All Student 

Loans# $11,282 $ 6.160 $ 7,837 $ 6.713 $ 6,742 

Non-Student 

Loans $11,179 $27,704 $41,625 $46,382 $112,409 

All Program 
Student 

Loans & $19,355 $28,365 $41,098 $48,958 $113,430 

Non-Student 

Loans 

All Student 
Loans # & 

Non-Student $22,817 $28,938 $43,633 $48,608 $112,838 

Loans 

* Includes graduates from undergraduate, professional, and graduate 
programs. 

** Student's income includes that spouse's income when applicable. 

# Includes loans from parents, relatives, or friends to students for 
educational purposes. 



women graduates enter into debt in ways more similar to men than did 1981 
women graduates. 
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For both minority and low-income populations, the effect of federal financial 
aid policy has changed borrowing patterns. Minority and low-income graduates in 
1986 borrowed more heavily than similar categories did in 1981. The declining 
amount of federal grant money has forced these disadvantaged populations into 
larger total debt. It should be noted, however, that even at the peak of federal 
emphasis on need-based grants, disadvantaged students relied relatively heavily on 
student loans. 

Demographic Trends In Education 

Trends in the state's demographic composition and the changing character of 
the national economy have pronounced implications for financial aid policy. In 
particular, these changes accentuate the prr,Dlems concerning increasing student loan 
burdens, especially for those populations less able to bear heavy debt and most in 
need of encouragement to enroll in post-secondary education. Failure to provide 
equal access to higher education may cause severe resentment among the fastest 
growing segment of the population and could retard an economy which relies on 
the productivity of talented minds regardless of sex, income, or ethnic origin. 

63 percent of the 1985 population in Texas were Whites, 22.7 percent were 
Hispanics, 12.5 percent were Black, and 1.7 percent were from other ethnic groups.^ 
Some dpmographers predict that by the year 2015, with only moderate immigration, 
no ethnic group in Texas will be able to claim majority status. Ray Marshall and 
Leon Bouvier project that in the year 2025 Whites will comprise 46.3 percent of 
the total population in Texas while Hispanics and Blacks will account for 36.8 
percent and 11.3 percent respectiv(;ly.5 Minority population growth will be most 
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dramatic at the school age level where Hispanics now comprise 29.7 percent and 
Blacks 13.5 percent of the age 1 to 14 population. This growth will likely be 
swiftest among Hispanics due to high fertility rates and rising legal and illegal 
immigration. As a whole, Texas will become more ethnically mixed and, if 
historical inequities persist, educationally weaker. 

Receiving a superior education has been extremely difficult for Hispanics and 
BUcks in Texas; even an adequate education appears illusory. At every level of 
education, by virtually every measurement. Whites out perform minority students. 
Entrance into post-secondary education is especially difficult for minorities in Texas. 
Texas is currently under federal Title VI Civil Rights Compliance Plan to 
desegregate its public universities, but will not meet the time schedule set out in 
the Texas Equal Educational Opportunity Plan to comply v/ith the ruling.^ 

Economic Trends and Implications for Edncation 

Given that (l) minorities will comprise increasingly larger percentages of the 
Texas workforce, and (2) that traditionally in Texas, minorities have lower levels of 
education and training than Whites, then it follows that the overall skill level of 
the Texas labor market will decrease unless education for minorities substantially 
improves. This weakening will occur at a time when the economy demands more 
sophisticated workers, especially in the areas of technology, medicine, and teaching. 
Major changes in the economy continue to influence the demand for more analytical 
and creative workers. Perhaps the most influential economic trend is the increased 
internationalization of the economy. 

American workers must now compete with workers world-wide. American 
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workers can compete by working longer hours for less money. This strategy would 
place workers in direct competition with, for example, Korean workers: 

At a modern factory outside Seoul, Korean workers produce home video 
recorders soid under many brand names in the American market. They 
work seven days a week (with two days off a year), twelve hours a day. 
They earn $3,000 a year. Though the American market for home video 
recorders is big, profitable and growing, none of the machines sold here is 
produced in the US. We cannot, nor wish to, compete with these Korean 
workers on their own terms.® 

Clearly, direct competition with Second and Third World workers on a wage basis 
must be avoided. The two remaining options are to rely on advanced technology 
and a smarter, more flexible workforce. Post-secondary education plays a vital role 
in developing these options and should be supported more than ever. 

As mentioned earlier, two major purposes for financial aid are to promote 
equal opportunity and to encourage investments in human capital. Given 
demographic trends and changes in the economy, the need to educate disadvantaged 
students at a post-secondary level is more imperative then ever. Financial aid 
policy should respond to these needs by offering larger grants to disadvantaged 
students. The Texas legislature should reexamine its financial aid system to ensure 
that it is in coordination with efforts to improve the educational opportunities for 
all Texans. 
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